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EXPOSURE DRAFT
PROPOSED AUDIT GUIDE
AUDITS OF EMPLOYEE BENEFIT PLANS

JUNE 30, 1980

Prepared by the Employee Benefit Plans and ERISA Committee
of the American Institute of Certified Public Accountants

Comments should be received by September 3 0 , 1980 and addressed to
the Auditing Standards Division, File 3 8 2 0 ,
AICPA, 1211 Avenue of the Americas, New York, N.Y. 10036

EXPOSURE DRAFT
PROPOSED AUDIT GUIDE
AUDITS OF EMPLOYEE BENEFIT PLANS

JUNE 30, 1980

Prepared by the Employee Benefit Plans and ERISA Committee
of the American Institute of Certified Public Accountants

AICPA

American Institute of Certified Public Accountants
1211 Avenue of the Americas, New York, New York 10036 (212) 575-6200

June 30, 1980

An exposure draft of a proposed audit guide, Audits of Employee
Benefit Plans, accompanies this letter. The guide was prepared
by the AICPA "Employee Benefit Plans and ERISA Committee.
The proposed guide provides guidance to the independent auditor
in examining and reporting on the financial statements of employee benefit plans, including defined benefit pension plans,
defined contribution plans, and health and welfare benefit
plans.
In March 1980 the Financial Accounting Standards Board issued
Statement of Financial Accounting Standards No. 35, Accounting
and Reporting by Defined Benefit Pension Plans, which established
generally accepted accounting principles for defined benefit
pension plans and prescribed the general form and content of
financial statements of those plans. Chapter 2 of this guide
describes the principal provisions of FASB Statement No. 35;
however, it should be noted that we are not requesting comments
on the requirements established by the FASB.
Guidance on accounting for defined contribution plans and health
and welfare benefit plans is not included in this exposure draft.
The Employee Benefit Plans and ERISA Committee is developing
papers discussing the accounting issues related to those types of
plans and including advisory conclusions for consideration by the
FASB. The ultimate form of any accounting guidance will be
determined by the FASB. In any event, the AICPA and the FASB
will follow appropriate due process, including exposure for
comments, before publishing guidance with respect to those
accounting issues. The exposure draft contains guidance on
auditing procedures with respect to defined contribution plans
and health and welfare benefit plans, but, depending on the
resolution of the accounting issues, additional guidance on
auditing procedures for those types of plans may be needed.
Chapter 7 provides guidance on the auditor's procedures with
respect to a plan's investments, including investments held in
discretionary trusts, common or commingled trust funds, master
trusts, and insurance company individual and pooled separate
accounts. Based on responses to an issues paper by the AICPA
Auditing Standards Division, "Employee Benefit Plans: Auditing
Procedures for Bank Trusteed Assets and Related Transactions and

Supplemental Issue" (April 30, 1977), the guide includes, as an
alternative procedure, the obtaining of another independent
accountant's report on the trust or insurance company's internal
accounting controls relating to investments held on behalf of,
or for the benefit of, the plan. Such reports are commonly
referred to as "single-auditor reports." A task force of the
AICPA Auditing Standards Board is developing guidance on the
preparation of a single-auditor report.
Chapter 10 discusses the auditor's responsibility and procedures
to be applied to actuarial determinations affecting such matters
as plan contributions and accumulated plan benefits. The guidance
was derived from Statement on Auditing Standards No. 11 (AU
section 336), Using the Work of a Specialist. SAS No. 11
requires the auditor to test census data provided by the plan and
used by the actuary, to obtain satisfaction regarding the professional qualifications and reputation of the actuary, to obtain
an understanding of the actuary's methods and assumptions, and to
consider whether the actuary's findings support the related
representations in the financial statements. The appropriateness
of the methods and assumptions used and their application are
within the expertise of the actuary, and the auditor is not
required to perform additional auditing procedures with respect
to the actuary's determinations. Furthermore, SAS No. 11 prohibits the auditor from making reference in his report to his use
of the actuary's work.
Some accountants believe that the auditor should either (a) be
required to extend his procedures beyond those required by SAS
No. 11 to test the application and to satisfy himself about
the appropriateness of the actuarial methods and assumptions
or (b) be permitted to rely on the report of the actuary and to
refer to the actuary in the auditor's report. (Such a reference
is not currently permitted by SAS No. 11.) They believe that the
auditor's lack of expertise in actuarial concepts and practices
and the cost of applying extended procedures to actuarial determinations make reliance on, and reference to, the actuary the
preferable alternative.
Commentators on the proposed guide are specifically requested to
consider the appropriateness and applicability of the guidance in
SAS No. 11 to audits of employee benefit plans and to consider
whether reference to an actuary in the auditor's report should be
permitted or required.
Comments or suggestions on issues contained in the exposure draft
will be appreciated. The Committee's consideration of responses
will be helped if comments refer to a specific paragraph, explain
the problem, and include supporting reasons for any suggestions
or comments.

Responses should be addressed to the AICPA Auditing Standards
Division, File 3820, in time to be received by September 30,
1980. Written comments on the exposure draft will become part of
the public record of the AICPA Auditing Standards Division
and will be available for public inspection at the offices of the
American Institute of Certified Public Accountants after October
15, 1980, for one year.
Sincerely,

Andrew J. Capelli
Chairman
Employee Benefit Plans and
ERISA Committee

D. R. Carmichael
Vice President, Auditing
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CHAPTER 1
GENERAL

1-1. The purpose of this guide is to provide guidance
to the independent auditor in examining and reporting on the
financial statements of employee benefit plans (plans). This
guide covers defined benefit pension plans, defined contribution
plans, and health and welfare benefit plans.
1-2. Defined benefit pension plans provide a promise to
pay participants benefits that are determinable, based on such
factors as age, years of service, or compensation.
1-3. Defined contribution plans require an individual
account for each participant and provide benefits that are
based on (a) amounts contributed to the participant's account
by the employer or employee, (b) investment experience on such
amounts, and (c) any forfeitures allocated to the account. These
plans include
a. Profit-sharing plans, which require that employer contributions be made as specified by the plan from current or
accumulated profits.
b.

Money-purchase pension plans, which base employer contributions on criteria other than profits: for example, on compensation, units produced, length of service, or hours worked.

c.

Stock-bonus and employee stock-ownership plans (ESOPs and
TRASOPs), which use contributions primarily to purchase stock
of the employer company. Employer contributions need not
depend on the company's profits.

d.

Thrift or savings plans, which provide for periodic employee
contributions matched in whole or in part by the employer.
1-4.

Health and welfare benefit plans include

a.

Plans that provide for medical, dental, visual, or psychiatric
care, life insurance, or accidental death and dismemberment
benefits.

b.

Plans that provide benefits during periods of disability.
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c.

Plans that provide benefits during time off for vacation
or holidays.

d.

Plans that provide benefits such as apprenticeships, scholarships, day care centers, or legal services.

1-5. This guide applies to employee benefit plans that
are subject to the financial reporting requirements of the
Employee Retirement Income Security Act of 1974 (ERISA), as well
as to those that are not, such as plans covering federal, state,
or local government employees. This guide discusses accounting,
auditing, and reporting for ongoing employee benefit plans. A
plan is the reporting entity under ERISA and Financial Accounting
Standards Board (FASB) Statement No. 35, Accounting and Reporting
by Defined Benefit Pension Plans. Although it does not specifically
discuss accounting, auditing, and reporting for trusts as separate
entities, this guide may be useful to auditors reporting on
employee benefit trusts (see paragraph 12-19).
1-6. The guidance presented is not all-inclusive but,
rather, generally is limited to matters where special emphasis is
warranted or where experience indicates that guidance may be
useful. The independent auditor using this guide is expected to
have knowledge of applicable financial accounting standards,
auditing standards, and governmental regulations.
Financial Accounting and Reporting Standards
1-7. Employee benefit plans have become increasingly
significant in our society. Until recently, however, financial
accounting and reporting practices of employee benefit plans were
quite varied.
1-8. In 1972 the AICPA issued an industry audit guide,
Audits of Employee Health and Welfare Benefit Funds, which provided
guidance on certain accounting, auditing, and reporting matters
considered unique to such funds. This guide supersedes the 1972
guide and brings the recommended financial accounting and reporting
standards for health and welfare benefit plans into conformity
with those of other employee benefit plans (see chapter 4 ) .
1-9. Employee benefit plans subject to ERISA are required
to report certain information annually to government agencies
and to provide summarized information to plan participants. For
many plans, the reports include financial statements prepared
in conformity with generally accepted accounting principles.
1-10. FASB Statement No. 35, issued March 1980, established
standards of financial accounting and reporting for annual
financial statements of defined benefit pension plans but did
not establish standards for other types of employee benefit
plans.
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Governmental Regulations
1-11. Various provisions of the Internal Revenue Code (IRC)
cover employee benefit plans and trusts established pursuant to
employee benefit plans. When an employee benefit plan and its
underlying trust qualify under the IRC, certain tax benefits are
available, including
a.

Current tax deductions by plan sponsors for contributions,
subject to certain limitations.

b.

Deferment of income to participants until the benefits are
distributed or otherwise made available.

c.

Exemption of the trust from income taxes, other than tax
on unrelated business profits.

d.

Favorable tax treatment of certain benefit distributions to
participants or their estates.

1-12. ERISA vastly expanded government involvement in the
operating and reporting practices of employee benefit plans. In
addition to establishing extensive reporting requirements for
covered plans, ERISA established minimum standards for participation,
vesting, and funding for plans of private enterprises. It also
established standards of fiduciary conduct and imposed specific
restrictions and responsibilities on fiduciaries.
1-13. Under ERISA, the Department of Labor (DOL) and the
Internal Revenue Service (IRS) have the authority to issue
regulations covering reporting and disclosure requirements,
certain administrative responsibilities, and enforcement powers.
The Pension Benefit Guaranty Corporation (PBGC) guarantees participants in defined benefit pension plans against the loss of certain
pension benefits if the plan terminates, and it administers
terminated plans in certain circumstances.
1-14. Appendix A describes pertinent provisions of ERISA
and related reporting and disclosure regulations issued by the
DOL. Additional guidance concerning the effects of the IRC,
ERISA, and related regulations on the operating and reporting
practices of employee benefit plans is given elsewhere in this
guide.
Operating and Administrative
Characteristics of Employee Benefit Plans
1-15. Employee benefit plans are diverse. They vary not
only by basic type (defined benefit pension plans, defined
contribution plans, and health and welfare benefit plans) but
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in basic operating and administrative characteristics. The IRS
has prepared standard (master or prototype) plans. Also, model
or pattern plans that have IRS approval are available from
various sources.
1-16. A plan sponsor may establish a plan unilaterally
(conventional or voluntary plan) or as a result of collective
bargaining (negotiated plan).
1-17. An employee benefit plan may be a single-employer
plan or a multiemployer plan. The most distinguishing difference
between multiemployer plans and single-employer plans is their
administration. Multiemployer plans are normally negotiated
and established pursuant to a collective bargaining agreement
between an associated group of employers, such as in the
construction trades, and the union representing the employees.
The plan sponsor of a multiemployer plan, with whom ultimate
responsibility rests, is a joint employer/union board of
trustees. By contrast, single-employer plans are established
by the management of one employer either unilaterally or
through collective bargaining. In a single-employer plan, the
employer is the plan sponsor.
1-18. Contributions may be required from both employers
and participants (contributory plans) or from employers only
(noncontributory plans). A noncontributory plan may contain a
provision for payment of contributions or premiums by participants to maintain their eligibility during periods of unemployment; they may also provide for voluntary contributions by
participants.
1-19. Assets necessary to provide benefits are derived
from a fund of accumulated contributions and income (self-insured
plan), are funded through insurance contracts (insured plan), or
are funded through a combination of both (split-funded plan).
Operation and Administration
1-20. An employee benefit plan is normally established
and maintained by a plan sponsor pursuant to a plan instrument.
The provisions of a plan instrument normally deal with matters
such as eligibility to participate, entitlement to benefits,
funding, plan amendments, operation and administration of plan
provisions, allocation of responsibilities among specified
fiduciaries for control and management of the plan, and delegation by fiduciaries of duties in connection with administration
of the plan. A plan subject to ERISA is required to be in
writing.
1-21. Named fiduciaries control and manage the operation
and administration of a plan. They have continuing responsi-4_

bility for operation of the plan in accordance with the terms
of the plan instrument, any trust instrument or insurance
contracts, and governmental regulations. Generally, they make
policy decisions concerning matters such as interpretation of
the plan, determination of the rights of participants under the
plan, management of investments, and delegation of operational
and administrative duties.
1-22. Usually, named fiduciaries are officers or other
employees of the plan sponsor, and they typically report
to the plan sponsor's board of directors or management.
Sometimes, trustees are union representatives.
1-23. While named fiduciaries retain responsibility for
the overall direction of the plan, the plan's day-to-day
administration (for example, collection of contributions,
payment of benefits, management of cash and investments,
maintenance of records, and preparation of reports) generally
is allocated to one or more of the following:
a.

The plan sponsor

b.

A trustee, such as a bank trust department

c.

An insurance company

d.

An investment advisor

e.

The person or persons designated as the plan administrator

1-24. Typically, in a self-insured plan the assets are
managed in accordance with a trust instrument that sets forth,
among other matters, the authority and responsibilities of the
trustee and any investment advisor. Typically, in an insured
plan, the assets are managed in accordance with an agreement that
sets forth the duties and responsibilities of the insurance
carrier.
Accounting Records
1-25. As with any entity, the records of an employee
benefit plan should produce information necessary for effective
management and reliable financial reporting. The complexity of
a plan's accounting records will vary with factors such as the
type of plan, number of employer contributors, complexity of
the benefit formula, variety of benefit payment options, and
delegation of administrative duties.
1-26. Typically, the accounting records for employee
benefit plans are maintained at a number of locations. Depending on the type of plan, allocation of fiduciary responsibili-
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ties, and delegation of administrative duties under the plan,
records may be maintained by trustees, insurance companies,
consulting actuaries, service bureaus, the plan administrator,
and plan sponsors. Generally, the records of a plan should
include the following:
a.

Investment asset records. ERISA requires detailed reporting
of investment assets and such related transactions as schedules
of reportable transactions, party-in-interest transactions,
and leases and loans in default. The disclosure provisions of
ERISA and related regulations often necessitate records for
employee benefit plans that are more detailed and extensive
than those for other entities.

b.

Participants' records. Adequate records should be maintained
to determine each employee's eligibility to participate
in the plan and receive benefits. Eligibility for participation and benefits may be based on factors such as periods
of service, earnings, production, and contributions and can
be affected by age or breaks in service. These records are
generally part of the personnel and payroll records maintained
by the employer or the plan, and these records are used by the
plan's actuary.

c.

Contribution records. Separate contribution records must be
maintained for each plan contributor to record payments and
accumulated contributions and to determine delinquencies and
errors. These records should be detailed enough to record
contributions and payments received from a number of employers
according to pertinent agreements or from individual participants.

d.

Claim records. For health and welfare plans, claim records
are significant. They are used for such purposes as determining when benefit limits, if any, are reached by individual
claimants and accumulating various historical data regarding
types and amounts of claims, amounts paid, and timing of
claims.

e.

Distribution records. Records should be maintained to
support all distributions. These records should identify
entitlements, amounts, commencement data, terminations,
forfeitures, transfers, and information to determine the
tax consequences of distributions.

f.

Separate participants' accounts. Defined contribution
plans require, as additional records, separate accounts
reflecting each plan participant's share of the total net
assets of the plan. Changes in the value of net assets are
allocated to the participants' accounts in accordance with
the plan instrument.
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CHAPTER 2
ACCOUNTING FOR DEFINED BENEFIT PENSION PLANS

2-1. Statement of Financial Accounting Standards No. 35,
Accounting and Reporting by Defined Benefit Pension Plans, establishes generally accepted accounting principles for defined
benefit pension plans and prescribes the general form and content
of financial statements of those plans. FASB Statement No. 35
established standards only for defined benefit pension plans,
including private sector plans and state and local government
plans.
2-2. The Financial Accounting Standards Board has determined
that the primary objective of a plan's financial statements is to
provide information that is useful in assessing the plan's present
and future ability to pay benefits when they are due. That
objective requires the presentation of information about the
plan's economic resources and a measure of participants' accumulated benefits.
2-3. This chapter is intended to familiarize the auditor with
some of the principal provisions of FASB Statement No. 35. Also,
for certain matters, additional guidance, not contained in the
Statement, is provided for the auditor in making his examination.
This chapter is not intended to serve as a substitute for the
Statement.1
Financial Statements
2-4. The financial statements of a defined benefit pension
plan should be prepared on the accrual basis and should include
a.

A statement of the net assets available for benefits as of the
end of the plan year.

b.

A statement of changes in net assets available for benefits
for the year then ended.

1. For the convenience of readers, it is anticipated that the
appendixes to the final audit guide will reproduce parts of FASB
Statement No. 35. Appendix D will contain the accounting standard
Appendix E will contain the glossary, and Appendix F will contain
the illustrative financial statements from the Statement.

c.

Information regarding the actuarial present value of accumulated plan benefits.

d.

Information regarding the effects, if significant, of certain
factors affecting the year-to-year change in accumulated plan
benefits.

2-5. FASB Statement No. 35 gives guidance on the form and
content of the required financial statements and specifies that
they be presented in sufficient detail to assist readers of plan
financial statements in assessing the plan's present and future
ability to pay benefits when due. Information regarding the
actuarial present value of accumulated plan benefits and changes
therein, however, may be presented in the financial statements or
in the footnotes.
Net Assets Available for Plan Benefits
2-6. Except for contracts with insurance companies, plan
investments are to be presented at their fair value at the
reporting date. Fair value of plan investments is the amount
that the plan could reasonably expect to receive in a current
sale of assets and should be measured by quoted market prices,
when available. Original cost of investments is not required
to be disclosed. Assets used in the administration of the plan
are to be stated at cost less accumulated depreciation.
2-7. Some plan investments may not have market quotations
and, therefore, will need to be valued "in good faith." Examples
may include real estate, mortgages or other loans, restricted
securities, unregistered securities, and securities for which the
market is thin. It is the obligation of the plan's trustees, the
administrator, and the corporate trustee (a) to satisfy themselves
that all appropriate factors relevant to the value of the investments have been considered and (b) to select a method to estimate
the fair value of the investments. To the extent considered
necessary, the plan may use the services of a specialist to
estimate the fair value of investments valued in good faith.
2-8. Some of the general factors that should be considered in estimating the fair value of plan investments are
the type of investment, cost at date of purchase, size and
period of holdings, information about transactions or offers
regarding the investment, reported prices and extent of trading in
similar investments, a forecast of expected cash flows from the
investment, changes in economic conditions relating to the investment, financial condition of the investee or issuer, and the
nature and duration of restrictions on disposition. The foregoing
is not a complete list of all factors that may be considered.
2-9. Whether or not the plan is subject to ERISA, contracts
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with insurance companies are to be included as plan assets in
the manner required by ERISA and are to be reported in a manner
consistent with Item 13 of either Form 5500 or 5500-C of the DOL.
Accordingly, those contracts under which payments to the insurance
company are "allocated" specifically to individual participants
would be excluded from plan assets. Under such an arrangement,
the sponsor, on payment of a premium, has effectively transferred
all future risk to the insurance company. Those contracts
that are "unallocated" in nature should be included in the
statement of assets at their contract value as defined by ERISA
and required by Item 13 of Form 5500 or 5500-C. Further discussion
of insurance contracts is provided in chapter 7.
2-10. Presentation of plan investments in the statement
of net assets should be detailed by general type, such as government securities, short-term securities, corporate bonds, common
stocks, mortgages, and real estate. Also reflected as individual
line items in the financial statements are investments in bank
common and commingled trust funds and master trusts and contracts
with insurance companies (including separate accounts, deposit
administration (DA), and immediate participation guarantee (IPG)
contracts). The presentation should also indicate whether the
fair values of the investments have been measured by quoted market
prices in an active market or were otherwise determined.
2-11. Contributions receivable are amounts due as of the
date of the financial statements, including legal or contractual
obligations as well as obligations resulting from a formal commitment. Evidence of a formal commitment may include (a) a formal
resolution by the sponsor, (b) amounts relating to an established
funding policy, (c) a deduction on the federal tax return,
or (d) the employer's recognition as of the reporting date of a
contribution payable to the plan. Contributions receivable should
include an allowance for estimated uncollectible amounts.
2-12. A plan may have liabilities that should be accrued
for amounts owed for securities purchased or for expenses.
These would be deducted in arriving at net assets available for
plan benefits. Accumulated plan benefits are not appropriate
deductions in arriving at net assets available for plan benefits.
Changes in Net Assets Available for Plan Benefits
2-13. The statement of changes in net assets available
for plan benefits is intended to present the effects of significant
changes in net assets during the year and should present, at a
minimum, the following:
a.

The net change in the fair value of each significant type of
investment (see paragraph 2-10). Gains and losses from
investments sold need not be segregated from unrealized gains
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and losses relating to investments held at year-end.
b.

Investment income, exclusive of changes in fair value
described in a.

c.

Contributions from employers.

d.

Contributions from participants.

e.

Contributions from other sources.

f.

Benefits paid.

g.

Payments to insurance companies to purchase contracts that
are excluded from plan assets.

h.

Administrative expenses.

Accumulated Plan Benefits
2-14. Accumulated plan benefits are to be presented as the
present value of future benefits attributable, under the plan's
provisions, to service rendered to the date of the actuarial
valuation. The accumulated benefit information may be presented as
of the beginning or the end of the plan year; however, under FASB
Statement No. 35, an end-of-year benefit information date is
considered preferable. If the information is as of the beginning
of the year, prior-year statements of net assets and changes
therein are also required; otherwise, comparative statements are
not required.
2-15. Accumulated plan benefits include benefits for (a)
retired or terminated employees or their beneficiaries, (b)
beneficiaries of deceased employees, and (c) present employees
or their beneficiaries. To the extent possible, plan provisions
should govern the measurement of accumulated plan benefits.
When the plan does not specify the benefit earned in each year,
the general basis should be the ratio of years of service rendered
to total years of service required to earn the particular benefit.
Future service should only be considered in determining an employee's expected eligibility for certain benefits. Future
increases in salaries and benefits are assumed only to the extent
that they have been specified: for example, automatic cost-ofliving increases. Plans providing death and/or disability benefits
should consider these factors in the calculation. Plan amendments
occurring subsequent to the date of the calculation should be
excluded. As in the presentation of plan assets, benefits that
are guaranteed by a contract with an insurance company, that is,
"allocated contracts," should be excluded.
2-16. The assumptions used in calculating accumulated plan
benefits are to be based on the premise of an ongoing plan.
-10-

Accordingly, the interest rates used for discounting expected
future payments should reflect the rates of return expected
on plan investments during the periods for which the benefits
are deferred. An appropriate allowance for future employee
mortality and turnover should be provided. The significant
assumptions used in the calculation must be developed using an
"explicit" approach, whereby each assumption, standing alone,
represents the best estimate of the plan's future experience.
These assumptions may differ from those used in the determination
of the plan's funding and the plan sponsor's pension costs.
2-17. As noted previously, the benefit information may
be presented in a separate statement, combined with other information in a financial statement, or presented in a note to the
financial statements. The information, however, must all be
located in one place and should be classified as follows:
a.

Vested benefits of participants currently receiving
benefits.

b.

Other vested benefits.

c.

Nonvested benefits.

If the plan is contributory, accumulated contributions of active
employees, including, if applicable, interest credited on those
contributions, should be disclosed. If interest is credited on
the contributions, the interest rate should also be disclosed.
Changes in Accumulated Plan Benefits
2-18. Information regarding the change in accumulated benefits
from the beginning to the end of the year should be presented to
identify significant factors affecting the comparability of the
year-to-year accumulated benefits. As with the accumulated
benefit information, the changes may be presented in the body of
the financial statements or in the footnotes; they may be presented
in either a reconciliation or a narrative format. Minimum disclosures should include the significant effects of factors such as
plan amendments, changes in the nature of the plan, and changes in
actuarial assumptions. Changes in actuarial assumptions are to
be viewed as changes in accounting estimates, and, therefore,
previously reported amounts should not be restated. If only
the minimum required disclosure is presented, presentation in a
statement format will necessitate an additional unidentified
"other" category to reconcile the beginning and ending amounts.
Additional Disclosures
2-19. The significant accounting policies of the plan should
be disclosed. APB Opinion No. 22 provides guidance on the disclo-11-

sure of accounting policies, and FASB Statement No. 35 requires
disclosure of (a) the method and significant assumptions used to
value investments and contracts with insurance companies and (b)
the method and significant assumptions used in determining the
actuarial present value of accumulated plan benefits, including
any significant changes in the method or assumptions during the
year .
2-20. FASB Statement No. 35 also requires disclosure of
the following:
a.

A brief general description of the plan agreement, including
its vesting and benefit provisions.

b.

A description of significant plan amendments adopted during
the year. If the amendments were adopted after the date of the
accumulated benefit information, and accordingly their effect
was not included in the calculation, this fact should be
stated.

c.

A brief description of the benefit priority and PBGC coverage
in the event of plan termination.

d.

The funding policy and any changes in the policy during the
year. Where applicable, the method of determining employee
contributions should be disclosed. ERISA plans should disclose
their status with respect to minimum funding requirements.

e.

The policy regarding the purchase of insurance contracts
that have been excluded from plan assets and the income from
such policies for the year.

f.

The federal income tax status of the plan if a favorable
determination letter from the IRS has not been obtained or
maintained.

g.

Investments exceeding 5 percent of total net assets.

h.

Significant related-party transactions.

i.

Significant subsequent events that may affect the usefulness of the financial statements.
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CHAPTER 3
ACCOUNTING FOR DEFINED CONTRIBUTION PLANS

[This chapter is being prepared by the AICPA Employee
Benefit Plans and ERISA Committee for consideration
by the Financial Accounting Standards Board. The
chapter will provide guidance on accounting for
defined contribution plans and illustrative financial
statements for such plans. It is expected that this
chapter will not affect the guidance on auditing
procedures for defined contribution plans contained
elsewhere in this guide. Comments will be separately
solicited on matters to be covered by this chapter
before guidance on accounting for defined contribution plans is included in this audit guide.]
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CHAPTER 4
ACCOUNTING FOR HEALTH AND WELFARE BENEFIT PLANS

[This chapter is being prepared by the AICPA Employee
Benefit Plans and ERISA Committee for consideration
by the Financial Accounting Standards Board. The
chapter will provide guidance on accounting for
health and welfare benefit plans and illustrative
financial statements for such plans. It is expected
that this chapter will not affect the guidance on
auditing procedures for defined contribution plans
contained elsewhere in this guide. Comments will be
separately solicited on matters to be covered by this
chapter before guidance on accounting for health and
welfare benefit plans is included in this audit
guide.]
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CHAPTER 5
PLANNING THE EXAMINATION

5-1. The first standard of field work requires that
the auditor's examination be adequately planned and that assistants,
if any, be properly supervised (AU section 310, "Adequacy of
Planning and the Timing of Field Work," and section 311, "Planning
and Supervision"). Planning an examination of the financial
statements of an employee benefit plan involves the development
of an overall strategy for the expected conduct of the examination. The nature, extent, and timing of audit planning vary
with factors such as the type of employee benefit plan, size
and complexity of the plan's operations, and any restrictions
placed on the auditor's examination.
5-2. When the auditor of the financial statements of an
employee benefit plan is also the auditor of the financial
statements of the sponsoring employer, it may be more efficient
for him to coordinate the examinations, particularly with regard
to the testing of payroll and other participant data.
Communication and Coordination
5-3. Communication and coordination considerations are a
significant aspect of the audit planning for an examination of the
financial statements of an employee benefit plan because of the
many parties who are normally involved, for example, the plan
sponsor, trustees, administrator, investment trustee, insurance
company, other independent auditors, actuary, and attorney.
Information Gathering
5-4. The early stage of audit planning for an examination
of the financial statements of an employee benefit plan ordinarily is concerned with information gathering. The auditor's
principal objective during this stage is to obtain sufficient
information to identify the significant aspects of the engagement. The auditor should consider applying the following procedures
to gather information for planning the engagement:
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a.

Discuss with the trustees, plan administrator, or other
appropriate representative of the plan the scope of the
examination, including whether it will be restricted, for
example, to exclude financial information certified by a bank
or insurance carrier, and discuss the types of reports and
services to be rendered. The auditor is encouraged to obtain
an engagement letter to provide a written record of the
agreement with the client, particularly (1) in an initial
engagement, (2) when the scope of the examination is limited
or changed from the previous examination, or (3) when there
has been a change in the management of the plan.

b.

Inquire about the following:
1.

Whether the plan's financial statements will be prepared
in conformity with generally accepted accounting principles
or with another basis of accounting permitted by ERISA or
DOL regulations (see Appendix A ) .

2.

Whether investment assets are held by outside custodians.
The auditor should determine the nature of safekeeping
arrangements and the location of investments, including
whether the investments are held in the name of the
plan.

3.

Whether, and how, the plan's accounting records and
participants' data are maintained by the plan sponsor, by
a bank, by an insurance carrier, or by other outside
parties.

4.

Whether EDP equipment or an outside EDP service is
used.

5.

Whether periodic financial statements are prepared.

6.

Whether the plan maintains a list of "parties in interest,"
as defined by ERISA Section 3(14).

7.

Whether the plan has procedures for identifying reportable
transactions, as defined by ERISA and applicable DOL
regulations.

8.

Which entities have employees who are participants in
the plan.

c.

Read the plan instrument, including amendments, to determine, among other things, whether the plan is (1) singleemployer or multiemployer, (2) contributory or noncontributory, and (3) funded or unfunded.

d.

Read agreements with trustees, investment advisors, and
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insurance companies to determine whether the plan is a
self-insured, insured, or split-funded plan. If the plan is
an insured or split-funded plan, determine the type of insurance
contract: for example, deposit administration, immediate
participation guarantee, or individual policy.
e.

Review the prior-year annual report and filings with any
correspondence from the IRS and DOL, including the status
of IRS determination letters and DOL advisory opinions, if
any.

f.

Determine the extent of involvement, if any, of specialists,
consultants, internal auditors, and other independent auditors.

g.

Read reports from the plan's actuary, bank or trustee,
insurance company, other independent auditors, and internal
auditors.

First Examination
5-5. If the auditor did not examine the plan's financial
statements for the prior year, he should apply procedures that
are practicable and reasonable in the circumstances to obtain
reasonable assurance that the accounting principles used by the
plan in the current and the preceding year are consistent (see AU
section 315, "Communications Between Predecessor and Successor
Auditors"). If the plan has maintained adequate records, the
auditor ordinarily should be able to apply appropriate auditing
procedures to express an opinion regarding consistency (AU section
546.14).
5-6. Certain areas require special consideration in a
first examination of an employee benefit plan's financial statements.
The auditor should consider the completeness of participants' data
and records of the prior year, especially as they relate to
participant eligibility, amounts and types of benefits, eligibility
for benefits, and individual account balances. The nature,
timing, and extent of auditing procedures applied by the independent
auditor are a matter of judgment and will vary with factors such
as the adequacy of past records, the significance of beginning
balances, and the complexity of the plan's operations.
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CHAPTER 6
INTERNAL ACCOUNTING CONTROL

6-1. Generally accepted auditing standards require that
the auditor study and evaluate the internal accounting controls
of an employee benefit plan to establish a basis for reliance
thereon in determining the nature, timing, and extent of audit
tests to be applied in the examination of the plan's financial
statements (see AU sections 320, 321, 322, 323, 327, and 328).
Study and Evaluation of Internal Accounting Control
6-2. Employee benefit plans normally have internal accounting
controls that are similar to those found in other entities.
However, a plan's internal accounting controls may involve systems
and procedures established and maintained by trustees, insurance
companies, plan sponsors, and contract administrators in addition
to those established and maintained by the plan. Accordingly, in
the study and evaluation of internal accounting control, the plan
auditor should consider controls over significant plan assets
and
records regardless of the location of the assets and records.1
6-3. The review of the plan's internal accounting control
procedures ordinarily is achieved through discussion with appropriate plan personnel and reference to documents, such as the plan
instrument, procedural manuals, job descriptions, flowcharts, and
decision tables (see AU section 320.51). In situations where
certain internal accounting controls are maintained by third
parties, the plan auditor may need to review those controls to
achieve the objectives of the study and evaluation of internal
accounting control set forth in AU section 320. When the third
party's independent accountant has reviewed and reported on its
controls, the plan auditor ordinarily will be able to achieve his
objectives by reading the report of the third party's accountant.

1. Ordinarily, the procedures underlying an insurance company's
records regarding DA and IPG contracts are not considered part of
the plan's internal accounting control system.
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6-4. After the auditor has reviewed the plan's internal
accounting control procedures, he should make a preliminary
evaluation of the procedures to determine whether they may be
satisfactory for his purpose. If he is to rely on the plan's
internal accounting control procedures in determining the nature,
timing, and extent of substantive tests, the auditor should
perform tests of compliance to obtain reasonable assurance
that the procedures are in use and operating as planned. In
examining the financial statements of an employee benefit plan,
the auditor often performs tests of compliance in areas concerning
investment activity, participants' data, contributions, and
benefit disbursements.
6-5. The auditor should consider the results of the
compliance tests in making a final evaluation regarding the
degree of reliance that may be placed on the plan's internal
accounting control procedures (see AU section 320.64-.68).
Specific Internal Accounting Control Objectives and Procedures
6-6. There are a number of internal accounting control
aspects relating to employee benefit plans that deserve special
attention. The examples in Appendix C serve primarily to illustrate
some of the more important aspects. These include investments,
contributions received and related receivables, benefit payments,
participants' data and plan obligations, administrative expenses,
and reporting.
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CHAPTER 7
AUDITING INVESTMENTS

7-1. The investments of an employee benefit plan often
consist of marketable securities, such as common or preferred
stocks, bonds, notes, or shares of registered investment companies.
Other investments may include real estate, mortgages or other
loans, leases, nonmarketable securities, or units of participation
in common or commingled trust funds maintained by a bank or
similar institution. Investments may also be in the form of
deposit administration or immediate participation guarantee
contracts and individual or pooled separate accounts maintained by
an insurance company. Paragraphs 7-2 through 7-15 discuss the
auditing objectives and related auditing procedures for examining
trusteed assets, and paragraphs 7-16 through 7-34 discuss the
auditing objectives and related auditing procedures for examining
plan assets held with an insurance company.1 Paragraphs 7-35
and 7-36 discuss the auditing objectives and related auditing
procedures for examining certain other types of plan investments.
TRUSTEED ASSETS
7-2. Although investments are an integral part of the
assets and operations of an employee benefit plan, the investment activities ordinarily are administratively distinct from
other aspects of the plan because the plan administrator or
named fiduciary usually engages a trustee or investment advisor
or both.
7-3. In a "directed trust," the trustee acts as custodian
of a plan's investments and is responsible for collecting investment
income and handling trust asset transactions as directed by the
party named as having discretion to make investment decisions,
such as the plan administrator, the plan's investment committee,
or the plan's investment advisor. On the other hand, in a "discre-

1. See paragraphs 12-15 to 12-17 for a discussion of the scope of
the auditor's examination when it is limited with respect to
assets held by a bank or insurance company.
-23-

tionary trust" the trustee has discretionary authority and control
over investments and is authorized by the plan or its investment
committee to make investment decisions. A discretionary trust
gives the trustee authority to purchase or sell investment assets
within the framework of the trust instrument. There are many
variations of investment authority that may be given to the
trustee, such as a combination of discretionary and directed
arrangements within a trust. Furthermore, a plan may have one or
more trusts as well as one or more custodial or safekeeping
accounts.
7-4. Generally, a trustee is responsible for the safekeeping of the investments under his control. Sometimes, however,
a plan will not appoint a trustee to maintain custody of the
plan's investments but, rather, will self-administer the investments
and investment transactions and provide for their safekeeping.
7-5. The auditor should be aware that the auditing procedures will vary according to the nature of the trustee arrangement
(discretionary or directed) and the physical location and control
of the plan's records and investments.
Auditing Objectives
7-6. The objectives of auditing procedures applied to
investments and related transactions are to provide the auditor
with a reasonable basis for concluding
a.

Whether all investments are recorded and exist.

b.

Whether investments are owned by the plan and are free of
liens, pledges, and other security interests or, if not,
whether the security interests are identified.

c.

Whether investment transactions are recorded and investments
are properly valued in conformity with generally accepted
accounting principles.

Auditing Procedures
7-7. The auditing procedures to be applied to the investments
of a plan ordinarily should include the following:
a.

Obtaining an analysis of changes in investments during the
period. The analysis ordinarily will include information
such as (1) the name of the issuer, (2) a description of
the investment, including the number of shares of stock,
par value of bonds, principal amount of mortgages, maturity
date, interest rate, and collateral, (3) cost and fair
value at the beginning and end of the period and the basis of
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determining the fair value, and (4) cost of investments
acquired and proceeds of dispositions of investments during
the period.
b.

Obtaining evidence regarding the existence and ownership of
investments and information about any liens, pledges, or
other security interests, either by physical count (when
securities are held in the plan or employer's vault or safe
deposit box and registered in the name of the plan or its
nominee) or by direct confirmation from the trustee or custodian. With respect to the confirmation procedure, a trustee,
such as a bank, is legally responsible for assets held in its
trust department. Thus, if a plan's investments are held by
a bank's trust department, the auditor ordinarily accepts a
confirmation from the bank as evidence of the existence and
ownership of the investments. When a confirmation is used,
however, the auditor should obtain information regarding the
trustee's responsibility and financial capability. Procedures that the auditor may consider include the following:
1.

Reviewing the trust instrument provisions to determine
the trustee's responsibilities.

2.

Inquiring whether the trustee has insurance covering the
plan assets under his control.

3.

Reading recent financial statements of the trustee.

Furthermore, the auditing procedures in paragraph 7-8 ordinarily
will provide additional evidence regarding the existence and
ownership of plan assets.
c.

Reviewing minutes, agreements, and confirmations for evidence
of liens, pledges, or other security interests in investments.

d.

For selected investment transactions,

e.

1.

Determining that they were properly authorized.

2.

Examining brokers' advices, cash records, and other
supporting documentation for the historical cost or
selling price, quantity, identification, and dates of
acquisition and disposals of the investments.

3.

Comparing prices at which purchases and sales were
recorded with published market price ranges on the trade
dates.

4.

Checking the computation of realized gains and losses.

Confirming with the plan's brokers the status of any securities
that are in transit.

-25-

f.

Determining whether income accruing from investments during
the period has been properly recorded.

g.

Testing the fair value of investments by reference to market
quotations or other evidence of fair value. If fair value
has been determined in good faith by the plan's board of
trustees, administrative committee, or other designated
party, the plan auditor does not function as an appraiser
and should not be expected to substitute his judgment for
that of the plan trustees, the plan administrator, or other
advisor; however, he should consider applying the following
auditing procedures:
1.

Reviewing and evaluating the plan's methods and procedures
for estimating the fair value of investments.

2.

Determining whether the plan's methods and procedures
for estimating fair value were followed.

3.

Testing the underlying documentation supporting the
estimates.

A.

Applying the procedures in AU section 336, "Using the
Work of a Specialist," if the plan uses a specialist
to estimate the fair value of its investments.

5.

Inquiring if the plan's board of trustees, administrative committee, or other designated party has reviewed
and approved estimates of the fair value of plan investments. Also, reading supporting minutes or other
documentation.

h.

Testing the computation of net change in fair value.

i.

Testing whether the plan's investments or other transactions
violate restrictions or limitations imposed by the plan
instrument or plan policy.

j.

Inquiring whether the plan's investments or other transactions
violate applicable laws or regulations. (See in particular
the discussion of "party in interest" and "reportable transactions" under ERISA in Appendix A.)

Discretionary Trusts
7-8. If investments are maintained in a discretionary
trust arrangement (see paragraph 7-3), the plan auditor should
apply the auditing procedures in paragraph 7-7 as appropriate to
records maintained by the plan. In addition, the plan auditor
should do one of the following in order to obtain knowledge and
understanding of the internal accounting controls to meet the

-26-

objectives of AU section 320, "Auditor's Study and Evaluation of
Internal Accounting Controls":
a.

If the trustee has engaged an independent accountant to
perform a specific examination of the trust department's
internal accounting controls, the plan auditor should obtain a
copy of the latest available report on the trust department
examination
for use in determining the scope of his examination.2 Ordinarily it should not be necessary for the plan
auditor to review the trust department auditor's single-audit
working papers, provided that the plan auditor is satisfied
with the professional reputation and independence of the trust
department auditor (see AU section 543.10). Although it
normally should not be necessary, some plan auditors may
decide that additional tests should be applied to selected
transactions of the particular plan they are examining. In
those circumstances, the plan auditor may arrange for the
auditing procedures to be applied by the independent auditor
of the bank's trust department.

b.

If a "single-auditor" report on the internal accounting
control procedures of the trust department cannot be obtained,
the plan auditor should apply appropriate auditing procedures
at the trust department to make a study and evaluation of the
bank trust department's internal accounting control procedures.
In applying those auditing procedures, the plan auditor may
consider using the work of the bank's independent auditor or
internal auditor.

If the plan auditor is unable to apply the auditing procedures
discussed in this paragraph, he ordinarily should conclude that
it will be necessary to express a qualified opinion or disclaim
an opinion because of the limited scope of the examination
(see AU section 509.10-.13).
Investments in Common or Commingled Trust Funds
7-9. A bank common or commingled trust fund may be used to
invest some or all of a plan's assets. Generally, a plan acquires
investment units, sometimes referred to as "units of participation,"
representing an undivided interest in the underlying assets of
the trust. The purchase or redemption price of the units is
determined periodically by the trustee, based on the current
market values of the underlying assets of the fund. Many commingled
trust funds are examined and reported on by auditors engaged by
the bank.

2. Such reports are commonly referred to as "single-auditor
reports."
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7-10. The objectives of auditing procedures applied to
investments in common and commingled trust funds are to provide
the auditor with a reasonable basis for concluding
a.

Whether the units of participation held by the plan exist.

b.

Whether the units of participation are owned by the plan and
are unencumbered.

c.

Whether valuation of units of participation at the plan's
year-end has been determined in conformity with generally
accepted accounting principles.

d.

Whether purchase, redemption, and income transactions of the
units held by the plan are properly recorded.

7-11. The auditing procedures to be applied to investments in common and commingled trust funds should include the
following:
a.

Confirming directly with the trustee units of participation
held by the plan.

b.

Examining documents approving and supporting selected investment transactions in units of participation.

c.

Obtaining a copy of the current financial statements of
the fund and relating the reasonableness of the unit information reported in the fund's financial statements to unit
information recorded by the participating plan, including
market values, purchase and sales values, and income earned
and accrued. Also,
1.

If the fund's financial statements have been examined
by an independent auditor, the plan auditor should
obtain the report of the fund's independent auditor.
The report need not cover the exact period covered by the
plan's financial statements; it should, however, be
sufficiently recent to satisfy the plan auditor. The
auditor should consider the effect that any reported
matters may have on the carrying amount of the units of
participation held by the plan, such as restrictions on
redemption or subjectively determined values. If the
auditor believes that the carrying amount may be impaired,
he should consider applying analytical review procedures
to the interim financial information of the fund from
the date of the fund's audited financial statements.

2.

If the common or commingled trust fund's financial
statements are not examined by an independent auditor,
the plan auditor should obtain a copy of a single-auditor's report relating to the common or commingled
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trust fund's activities and internal accounting control
procedures, if such a report is available, or he should
apply appropriate auditing procedures at the bank,
including making a study and evaluation of the internal
accounting control procedures relating to income amounts
and unit values determined by the trustee. In applying
those auditing procedures, the plan auditor may consider
using the work of the bank's independent auditor or
internal auditor.
If the plan auditor is unable to apply the auditing procedures
discussed in this paragraph, he ordinarily should conclude that
it will be necessary to express a qualified opinion or disclaim
an opinion because of the limited scope of the examination
(see AU section 509.10-.13).
Master Trusts and Similar Vehicles
7-12. A company that sponsors more than one employee
benefit plan or a group of corporations under common control
may place assets relating to some or all of the plans into
one combined trust account, sometimes referred to as a "master
trust." Each plan has an undivided interest in the assets of
this trust, and ownership is represented by the record of proportionate dollar interest or by units of participation. A bank
ordinarily serves as the trustee for a master trust, acts as
custodian, and may or may not have discretionary control over
the assets.
7-13. Plan administrators normally engage an auditor
to report only on the financial statements of the individual
plans. The auditing objectives and procedures described in
paragraphs 7-6 through 7-8 also apply to the activities of a
master trust in which a plan participates. When the same auditor
examines the individual plans some or all of whose assets are in a
master trust, it will normally be efficient for the auditor first
to apply appropriate auditing procedures to the master trust and
then to examine how ownership is attributable to the individual
plans.
7-14. If the master trust is examined by another independent auditor, the plan auditor should obtain the other auditor's
report on the master trust's financial statements. The plan
auditor should use this report in a manner that is consistent with
his use of the report of another auditor on the financial statements
of a common or commingled trust fund (see paragraph 7-ll(c)).
7-15. The auditor should review the trust instrument to
obtain reasonable assurance that the accounting for the undivided
interest is consistent with the instrument. If the instrument
does not specify the accounting method, the auditor should be
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satisfied that all administrators of plans participating in the
master trust agree with the method of allocation.
INSURANCE CONTRACTS
7-16. A plan may invest assets with an insurance company
pursuant to any one of a number of different types of contracts.
The nature of the contract will determine the related accounting
and regulatory reporting requirements.3
7-1.7. The amounts remitted to an insurance company become
the assets of the insurance company for which it, in turn,
assumes an obligation to fulfill the contract terms. This
differs from the bank trust arrangement in which the bank holds
the assets for the plan as a fiduciary and the assets are not
included in the bank's financial statements. The extent to which
the assets and transactions related to insurance arrangements are"
recorded in the plan's financial statements, and the extent of
auditing procedures to be applied, depends on the terms of the
contract with the insurance company. The more usual types of
contracts are discussed below.
7-18. For defined benefit plans, the fundamental basis of
distinction in classifying contracts for accounting purposes is
(1) whether the contributions are currently allocated to purchase
insurance or annuities for the individual participants or (2)
whether some or all of the contributions are accumulated in an
unallocated fund to be used to meet benefit payments as they come
due or to purchase annuities for participants at retirement or on
earlier termination of service with a vested right.4 Contractual
arrangements under which funds are currently allocated to purchase
insurance or annuities for individual participants are referred to
as "allocated funding arrangements," while other arrangements are
called "unallocated funding arrangements." Some contractual
arrangements may involve both allocated and unallocated funding.
Essentially, allocated contracts are excluded from, and unallocated
contracts are included in, plan assets.5
3. As noted in Appendix A, plans funded solely with certain
types of insurance contracts are not required under ERISA to
prepare financial statements or engage an independent auditor to
examine their financial statements.
4. Although the term "allocated account" is used by insurance
companies in connection with defined contribution plans when
amounts are recorded in separate participant accounts, the term
"allocated," as it is used here, relates to situations in which
defined benefits are guaranteed by the insurance companies.
5. See paragraph 2-9 and FASB Statement No. 35, paragraphs
12 and 112-126.
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7-19. Allocated funding arrangements include insurance
or annuity contracts in which the insurer has a legally enforceable obligation to make all benefit payments for which it has
received the premiums or requested consideration. Allocated
funding instruments can be individual insurance or annuity
contracts, group permanent insurance contracts, or conventional
deferred group annuity contracts. Some of these contracts may
also include unallocated side or auxiliary funds, which ordinarily would be considered plan assets.
7-20. Unallocated funding instruments apply to any arrangement
under which employer or employee contributions to an employee
benefit plan are held in an undivided fund until they are used to
meet benefit payments as they come due or to purchase annuities
for participants at retirement or on earlier termination of
employment with vested benefits. Unallocated funding ordinarily
is associated with the deposit administration type of group
annuity contract (DA) and the immediate participation guarantee
contract (IPG).6 For investment purposes, unallocated funds may be
commingled in a general or separate account or held in an individual
separate account.
7-21. Determining whether contract assets and related
obligations should be reported in the plan's financial statements requires a careful review of the contract. Because the
typical DA and IPG contract only guarantees benefit payments to
the extent that funds are available, the value of these contracts
should be included in a plan's financial statements. Assets
held in separate accounts are reflected in the plan's financial
statements since they are unallocated amounts held by the insurance
company.
Deposit Administration Contracts
7-22. The term "deposit administration" is applied to
a type of contract under which contributions are not currently
applied to the purchase of single-payment deferred annuities
for individual participants. The concept of the deposit administration arrangement is that all funds intended for the payment of
benefits to participants still on the active rolls of the employer
are held in an undivided account, generally referred to as the
"active life fund." The account is credited with all current
contributions, interest, and any dividends or experience rate
credits granted. It is charged with the purchase price of all
annuities provided for retired participants (and possibly vested
6. The term "group annuity" is frequently applied to a broad
category of insurance contracts that provide the vehicle for
funding pension benefits. Those include "deferred group annuity"
contracts, "deposit administration" contracts, and "immediate
participation guarantee" contracts.
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participants), with any incidental benefits disbursed directly
from the account (for example, death, disability, and withdrawal),
and with expenses. As each participant reaches retirement, an
amount determined by the terms of the plan and the contract is
withdrawn from the fund to provide an immediate annuity for
the pensioner. The withdrawal is put into an allocated fund
that is not considered a plan asset since the related benefits are
guaranteed by the insurance company.
7-23. Although the insurance company will guarantee a
minimum stipulated interest rate on funds in the "active life
fund" and rates at which annuities may be purchased, it does not
guarantee that sufficient funds will be available to meet the
cost of annuities to be purchased.
7-24. The dividends or experience rated credits, generally
referred to as the "experience fund," are determined by the
insurance company on the basis of its experience under the contract,
and they are not guaranteed by the insurance company. These
credits are based on internal records kept by the insurance
company for each contract and are based on the actual investment
experience of the insurance company, mortality and other actuarial
experience, and reserves required by the insurance company. Under
DA contracts, amounts of dividend or rate credits are determined
solely at the discretion of the insurance company, which has no
contractual obligation to pay a dividend. The contract holder has
no legal right to demand an accounting.
Immediate Participation Guarantee Contracts
7-25. Immediate participation guarantee contracts have
many of the same characteristics as deposit administration
contracts, except that
a.

A fixed rate of interest generally is not guaranteed by the
insurer, nor is a dividend credited to the fund. Instead,
the fund is credited with interest based on the actual rates
currently earned by the insurer. Thus, there is an immediate
participation in the insurer's investment performance instead
of a guaranteed interest rate and a rate adjustment or
dividend. Interest is generally based on "new money rates,"
which relate the overall investment to the individual year
the funds are invested by the plan. The manner in which
investment years are determined varies according to the
methods followed by the insurance company.

b.

Annuity payments generally are made by using one of the
following methods:
1.

Monthly benefit payments are made directly from the fund
to retirees; thus, the fund participates immediately in
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mortality experience. However, where the insurer does
not actually purchase annuities but guarantees benefit
payments when the pensioner retires, a minimum balance
sufficient to purchase annuities for all retired participants is required to be maintained in the active life
account (unallocated funds). Where the insurer does not
guarantee benefit payments, no minimum fund balance will
be required. Even though "guaranteed," these arrangements
do not meet the criteria for exclusion from plan assets
prescribed by FASB Statement No. 35.
2.

Similar to the DA plan, annuities are purchased when
the participant retires, and there is an adjustment
made to the fund each year on the basis of the insurer's
analysis of mortality, benefits paid, and earnings.

Investment Arrangements with Insurance Companies
7-26. A separate account may be used independently of,
or as an adjunct to, a deposit administration or immediate
participation guarantee contract.
7-27. Separate accounts were developed to allow insured
plans to compete with trust funds in making equity investments and
funding variable annuity plans. The assets of a separate account
plan are assets of the insurance company but are not commingled
with the insurance company's general assets. The purpose of
separate accounts is to provide flexibility in the investment of
the plan's funds. A separate account may be established solely
for one plan or, more commonly, may be pooled with the funds of
several plans.
7-28. A separate account in which only one plan participates is generally referred to as an "individual separate account"
or "separate-separate account." The investments in the account
must be separately identified, and the account is operated similarly
to a bank trust fund, although it is included in the insurance
company's financial statements.
7-29. A separate account in which several plans participate
generally is referred to as a "pooled separate account." Each
plan's share of a pooled separate account is
determined on a
participation-unit or variable-unit basis.7 The plan's equity
account provides a cumulative record of the number of participation
units credited to the account and the number of units allocated or
withdrawn from the account. The balance of participation units
7. In a "fixed dollar" separate account, a plan receives a
guaranteed rate of return on funds held in the separate account.
Accordingly, a plan's share would be determined by applying the
contractual guarantee to the plan's fund balances.
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credited to the account multiplied by the current participation-unit
value equals the amount of equity account assets held on behalf of
the policyholder at any given point in time. The participation-unit
value is adjusted periodically, usually each business day, to
reflect investment results under the separate account.
Auditing Objectives
7-30. The objectives of auditing procedures applied to
plan assets held with an insurance company are to provide the
auditor with a reasonable basis for concluding
a.

Whether plan assets, represented by insurance contracts,
exist, and whether changes in plan assets during the period
are properly recorded and valued in conformity with generally
accepted accounting principles.

b.

Whether the terms of the contract are being complied with
and are appropriately disclosed in the plan's financial
statements.

Auditing Procedures
7-31. The auditing procedures to be applied to insurance
contracts ordinarily should include, to the extent applicable to a
particular contract, the following:
a.

Reading the contracts between the contract holder and the
insurance company.

b.

For all insurance contracts, confirming the following directly
with the insurance company, as applicable:
1.

Contributions or premium payments made to the fund or
account during the year.

2.

Interest, dividends, refunds, credits, and changes
in value and whether such amounts have been charged or
credited during the year on an estimated or actual
basis.

3.

The contract value of the funds in the general account or
the fair value of the funds in the separate account at
the plan's year-end and the basis for determining such
values.

4.

The amount of insurance company fee and other expenses
chargeable during the year.

5.

For insurance contracts with unallocated funds, annuity
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purchases or benefits paid from unallocated plan assets
during the year.
6.
c.

Transfers between various funds and accounts.

Evaluating whether the characteristics of the contract
that restrict the use of assets require disclosure in the
financial statements of the plan.

7-32.
For contracts in which assets are held in the insurance company's general account (DAs and IPGs), the
following
additional auditing procedures should be applied:8
a.

For DA contracts, evaluating the reasonableness of the interest
credited to the contracts in relation to any minimum guaranteed
interest rate stated in the contract.

b.

For IPG contracts, considering the plan administrator's
conclusion regarding the basis for recording changes in
contract values to recognize investment returns in accordance
with the terms of the contract. This conclusion is usually
made by referring to investment yield data furnished the plan
by the insurance company. Generally, this evaluation would
sufficiently satisfy the auditor regarding the aggregate
investment income credited to the contract. If the amount of
investment yield credited to the contract, based on current
investment returns, does not appear reasonable, the auditor
should apply additional procedures, such as making inquiries
of the insurance company regarding its compliance with
the method required under the terms of the contract for
computing investment return. In the event that the plan
auditor is unable to satisfy himself of the reasonableness of
the rate of investment return credited, he should consider
requesting the plan administrator to contact the insurance
company to arrange for the insurer's independent auditor to
perform agreed-upon procedures and issue a report thereon (see
AU section 621.15). Those procedures would be applied to the
insurance company's determination of investment returns in
accordance with the contract.

c.

Determining that annuity purchases were made on the basis
of rates stipulated in the contract. If annuities are not
purchased and benefits are paid directly from the fund,
benefit payments should be tested in accordance with the
auditing procedures in paragraph 9-3.

8. The plan auditor need not apply auditing procedures to
the experience fund of a typical DA account or any similar fund
that is used by the insurance company to determine a "discretionary"
dividend or rate credit under the contract (see paragraph 7-24).
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d.

Evaluating whether expenses charged to the contract by the
insurance company are in accordance with the insurance contract
or are otherwise authorized by the plan.

7-33. For insurance contracts in which investments are made
in separate accounts, the auditor should apply the following
additional procedures:
a.

For insurance contracts in individual separate accounts,
the plan auditor's examination should include the individual
investment transactions of the account. Accordingly, the plan
auditor should either
1. Obtain and read the auditor's report on the account (if
the account has been examined by another independent
auditor).
2. When no such auditor's report is available, apply auditing
procedures similar to those in paragraphs 7-7 and 7-8
(investments in a discretionary trust arrangement). Those
auditing procedures require the auditor to obtain a copy
of a single-auditor's report relating to the insurance
company's separate account activities and internal accounting control procedures, if such a report is available, or
to apply appropriate auditing procedures at the insurance
company, including making a study and evaluation of the
internal accounting control procedures relating to
the insurance company's separate account activities.

b.

For pooled separate accounts, the plan auditor is concerned
with the plan's units of participation in the pooled account
as with investments in a common or commingled trust fund (see
paragraph 7-10), and he should apply auditing procedures
similar to those in paragraph 7-11. Those auditing procedures
include obtaining the report of an independent auditor on the
financial statements of the pooled separate account or, if no
such report exists, obtaining a copy of a single-auditor's
report relating to the insurance company's separate account
activities and internal accounting control procedures, if such
a report is available, or applying appropriate auditing
procedures at the insurance company, including making a study
and evaluation of internal accounting control procedures
relating to the income amounts and unit values determined by
the insurance company.

7-34. If the plan auditor is unable to apply the auditing
procedures discussed in paragraphs 7-31 through 7-33, he ordinarily
should conclude that it will be necessary to express a qualified
opinion or disclaim an opinion because of the limited scope of the
examination (see AU section 509.10-.13).

-36-

OTHER INVESTMENTS
7-35. The objectives of auditing procedures applied
to other types of investments and related transactions are to
provide the auditor with a reasonable basis for concluding
a.

Whether all investments are recorded and exist.

b.

Whether investments are owned by the plan and are free of
liens, pledges, and other security interests or, if not,
whether the security interests are identified.

c.

Whether investment transactions are recorded and investments
are properly valued in conformity with generally accepted
accounting principles.

7-36. The auditing procedures to be applied to other
types of investments ordinarily should include the following:
a.

b.

Real Estate
1.

Examining closing and other documents supporting
the cost of ownership.

2.

Examining deeds, title policies, and other evidence
of ownership.

3.

Evaluating the reasonableness of the fair value (see
paragraph 7-7g).

4.

Examining current-year tax bills and relating them
to property descriptions under (2) above.

Loans and Mortgages
1.

Examining documents, including notes, mortgages, deeds,
and insurance policies, supporting selected loans and
mortgages.

2.

Confirming selected loans and mortgages with borrowers.

3.

Evaluating the reasonableness of the fair value, including
the extent of collateral, if any (see paragraph 7-7g).

4.

Testing to see that interest is properly recorded.
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Notes:

X
X
X
X

X
X
X

X

X

X

X

X

X

X

X

X

X
X

X
X

At Plan

1 or 2 or 3
1 or 2 or 3

4

1 or 2 or 3

1 or 2 or 3

2 or 3

At Bank or Insurance
Company

Confirmation Plus Other
Procedures

Evidence Supporting Transactions

"X" indicates minimum auditing procedures.
1
indicates obtain separate auditor's report on the master trust, common or commingled
trust, or pooled separate account.
2
indicates the single-auditor approach.
3
indicates that the plan auditor should apply appropriate auditing procedures at
the bank or insurance company by himself or through the bank or insurance company's
internal or independent auditor.
4
indicates review reasonableness of investments and, in certain instances, procedures
referred to in paragraph 7-32.

Deposit Administration
Contracts (DAs)
Immediate Participation
Guarantee Contracts (IPGs)
Individual Separate
Accounts (Directed)
Individual Separate
Accounts (Discretionary)
Pooled Separate Accounts

Directed Trust
Discretionary Trust
Master Trust
(Directed)
Master Trust
(Discretionary)
Common or Commingled
Trust Funds
Insurance Companies:

Banks:

Direct
Confirmation
Only

Evidence That Assets Exist

The following chart represents a summary of the auditing procedures described in chapter 7.

Auditing Investments

CHAPTER 8
AUDITING CONTRIBUTIONS RECEIVED AND RELATED RECEIVABLES

8-1. For all types of employee benefit plans, the basis
for evaluating employer and, if applicable, employee contributions
is specified in the plan instrument or related documents. For
defined benefit plans covered by ERISA, employer annual contributions must also satisfy the minimum funding standards of ERISA.
(See Appendix A for a discussion of the funding standard account
and minimum funding standards of ERISA.)
Auditing Objectives
8-2. The objectives of auditing procedures applied to
contributions received and related receivables of employee
benefit plans are to provide the auditor with a reasonable basis
for concluding
a.

Whether the amounts received or due the plan have been
determined and recorded in conformity with generally accepted
accounting principles.

b.

Whether an appropriate allowance has been made for uncollectible plan contributions receivable.

Auditing Procedures
8-3. The auditing procedures to be applied to the employer
and employee contributions ordinarily should include the following:
a.

Obtaining a list of participating employers and testing its
completeness by examining appropriate plan documents.

b.

Obtaining a schedule of contributions received or receivable and
relating the contributions to the listing of participating
employers obtained in procedure a.

c.

For a selected number of employers' contribution reports,
testing to see that the reports are arithmetically correct and
that the contribution rate specified in the plan instrument,
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including col
was u s e d .
d.

Reconciling c
in procedure b to the plan's cash receipts records ana bank
statements or trustee reports. Sometimes a central bank
account is used for the deposit of employer contributions to
several related employee benefit plans. In those circumstances, it may be necessary to test the amounts transferred
to the bank account of the individual employee benefit
plan.

e.

Testing postings from the employer contribution reports
to the participant employee or employer records and from
participant records to contribution reports.

f.

On a test basis, confirming directly with contributors amounts
received and receivable.

g.

Reviewing criteria used by the plan in accruing employer and
employee contributions receivable and determining that the
accruals have been recorded in accordance with generally
accepted accounting principles.

h.

Evaluating the reasonableness of the plan's allowance for
doubtful accounts.

8-4. The auditor may find that he can accomplish his
work more efficiently by coordinating his auditing procedures on
plan contributions with those for participants' data (see chapter
10). In examining the financial statements of multiemployer
plans, the auditor may need to make special arrangements to
examine employer records. Auditing procedures similar to those
described in paragraph 10-6 may be applied in those circumstances
(see also paragraph 12-18).
Defined Benefit Pension Plans
8-5. In addition to the auditing procedures in paragraph
8-3, the auditor should consider applying the following procedures
in examining the financial statements of a defined benefit pension
plan:
a.

Determining that the employer contribution is consistent
with the report of the plan's enrolled actuary.

b.

Reviewing the amount contributed and, if applicable, determining that it meets the requirements of the funding standard
account (see Appendix A for a discussion of the funding
standard account).
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c.

Considering the results of the auditing procedures described
in chapter 10 for participants' data and using the work of
an actuary when examining the amount recorded as contributions in the plan's financial statements. For example,
an error in participants' data provided to the actuary
may affect the amount of contributions presented in the plan's
financial statements.

Defined Contribution Plans
8-6. In addition to the auditing procedures in paragraph
8-3, the auditor should consider applying the following procedures
in examining contributions to defined contribution plans:
a.

Reviewing the contribution provisions of the plan instrument
and testing, when appropriate, compliance with the plan
instrument. (The plan instrument of defined contribution
plans often specifies the criteria that must be met for the
employer and employee to make a contribution, the formula to
determine upper and lower contribution limits, or the rates
for determining the contribution.)

b.

Comparing the amount recorded in the plan's records to the
amount approved by the board of directors if the plan instrument
requires that the board of directors determine or approve the
employer contribution.
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CHAPTER 9
AUDITING BENEFIT PAYMENTS

9-1. The amount and manner of benefits paid or payable to
participants are determined in accordance with the plan instrument
or related documents. The plan administrator or his agent is
responsible for the disbursement of plan assets to satisfy the
requirements set forth in the plan instrument.
Auditing Objectives
9-2. The objective of auditing procedures applied to
benefit payments for employee benefit plans is to provide the
auditor with a reasonable basis for concluding"
a.

Whether the amounts of the authorized payments are in accordance with plan provisions.

b.

Whether the payments are made only to persons entitled to
them, that is, that benefit payments are not being made to
deceased beneficiaries or to persons other than beneficiaries .

Auditing Procedures
9-3. The auditor ordinarily should apply the following
auditing procedures to the benefit payments of an employee
benefit plan to evaluate whether payments have been determined
in accordance with the plan provisions:
a.

For selected participants receiving benefit payments,
1. Examining the participant's file for type of claim and
propriety of approvals, and tracing approval of benefit
payments to board of trustees or administrative committee
minutes.
2. Evaluating the participant's eligibility, that is, whether
the plan's provisions were fulfilled for benefit payments,
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by examining appropriate evidence of age and employment
history data; comparing employment dates, credited service,
and earnings to payroll records; and examining the benefit
election form to determine method of distribution: for
example, lump sum, installments, or annuity contract.
3. For plan benefits such as death and disability benefits,
examining a copy of the death certificate and beneficiary
form, physician's statement, and other appropriate
documents.
4. Recomputing benefits based on the plan instrument provisions and option elected and pertinent service or salary
history.
5. Comparing the amount of benefit payment to cash disbursement records or trustee reports.
b.

Evaluating whether the plan has established procedures to
check, or test, the continued eligibility of participants
or beneficiaries to receive benefits. Those procedures
should help to assure that individuals are removed from
the benefit rolls upon death and that payments made to
individuals over an unusually long number of years are
still appropriate.

c.

Depending on the auditor's evaluation of the procedures
described in b, the auditor may wish to compare cancelled
checks with the plan's cash disbursement records or to
confirm payment of benefits by corresponding directly with
selected participants or beneficiaries and comparing signatures with the application for plan benefits or with other
appropriate plan documents.

d.

Evaluating whether procedures exist for investigating longoutstanding benefit checks.

e.

For defined contribution plans, tracing the amount paid to
individual participant's account records that have been
examined in accordance with the auditing procedures in
paragraphs 10-9 through 10-11.
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CHAPTER 10
AUDITING PARTICIPANTS' DATA AND PLAN OBLIGATIONS

PARTICIPANTS' DATA
10-1. The nature of plan benefit obligations and the
accounting and auditing for them differ among the three types of
plans; however, each type requires the testing of certain participants' data. While the type of participants' data to be tested
differs according to the type of plan, and from plan to plan
within each type, the data used to determine accumulated plan
benefits will be identified in the plan instrument and collective
bargaining agreement, if applicable. If the plan requires the
services of an actuary, the actuarial report may also describe or
summarize the participants' data that was used by the actuary.
That data should be tested by the auditor in accordance with AU
section 336, "Using the Work of a Specialist" (see paragraphs
10-18 to 10-23 and 10-32 to 10-33).
10-2. The objectives of auditing procedures applied to
participants' data are to provide the auditor with a reasonable basis for concluding
a.

Whether covered employees have been properly included in
employee eligibility records, and, if applicable, contribution
reports.

b.

Whether accurate participants' data for eligible employees
was supplied to the plan administrator and, if appropriate, to
the plan actuary.

10-3. The period for which the data is tested will depend on
the date as of which the related financial information is presented
in the financial statements. For example, if the accumulated plan
benefits are actuarially valued as of the beginning of the plan
year, the data to be tested will be as of or for the period ending
as of that date. Similarly, if contributions are determined on
the basis of an actuarial valuation as of the beginning of the
plan year, data submitted to the actuary and to be tested by the
auditor would be as of that date. If the auditor also examines
the employer's financial statements, the auditing procedures
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applied in the prior year's examination of the employer's financial
statements should generally not be duplicated in the examination
of the plan's financial statements. The auditor may find that
he can accomplish his work more efficiently by coordinating his
auditing procedures for participants' data with procedures for
plan contributions and plan benefits described in chapters 8
and 9.
10-4. The types of participants' data that should be
tested in an audit of a plan's financial statements will vary from
plan to plan, depending on the factors on which contributions and
benefits are determined. In general, the data tested may include
the following:
a.

Demographic data, such as sex, marital status, birth date,
period of service with the employer, and other service history.

b.

Payroll data, such as wage rate, hours worked, weekly,
monthly, or annual earnings, and contributions to the plan,
if any.

c.

Benefit data for participants receiving benefits, such as
benefit levels and benefit options selected.

10-5. When the auditor tests the employer's participants'
records, the following procedures should be considered:
a.

Reviewing pertinent sections of the plan instrument and
collective bargaining agreement, if applicable, as a basis for
considering what participants' data should be tested in the
audit of the plan's financial statements.

b.

Testing the summarization of the payroll journal and schedules
of participants' data, if applicable, and tracing postings of
gross pay to general or subsidiary ledger accounts.

c.

Testing payroll data for one or more pay periods and for
a number of participants by
1.

Tracing the individual payrolls from the payroll journal
to the participants' earnings records.

2.

For participants paid on an hourly or piecework basis,
testing payroll hours, production tickets, or other
supporting evidence, and testing the computation of
hours.

3.

Testing rates of pay to authorizations or union contracts.

4. Testing calculations of earnings.
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5. Examining personnel files for hiring notice and employment
data, pay rates and rate changes, termination notice, sex,
birth date, and so forth.
d.

If participant files are maintained in the custody of the
plan administrator, testing whether the data maintained in
those files correspond to the data maintained in employer
payroll and personnel files.

e.

For multiemployer plans, comparing the employer's contribution
reports with the information shown on participants' earnings
records and comparing hours worked and earnings records with
the employers' contribution reports to evaluate whether the
participants have been properly included in or excluded from
the reports. If significant participants' data is missing or
incomplete, the auditor should inquire about the methods used
by the plan administrator or plan actuary to give effect to
such missing data.

10-6. If the auditor is unable to examine the participants'
records, which may occur with a multiemployer plan, the auditor
may apply the following procedures:
a.

If the plan administrator maintains records of participants' data, testing the data on which contributions and
actuarially determined amounts are based by direct communication with participants and comparison with union records,
if applicable. The auditor may also confirm hours, pay
rates, and other appropriate information.

b.

If the plan administrator, as part of his normal procedures,
periodically visits employers to verify data submitted to
him, reviewing and testing the verification procedures.

c.

Obtaining a representation from the auditor of the employer
company that appropriate auditing procedures (as described
above) have been performed and obtaining the auditor's conclusions regarding the procedures applied. In addition, the plan
auditor should apply such other auditing procedures as he
considers necessary in the circumstances. In that regard,
it may be necessary for the plan auditor to request the
other auditor to apply additional tests (see AU section
543).

If the auditor is unable to apply auditing procedures to satisfy
himself regarding participants' data, he ordinarily should conclude
that it will be necessary to express a qualified opinion or
disclaim an opinion because of the limited scope of the examination
(see AU section 509.10-.13 and paragraph 12-18).
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Defined Benefit Plans
10-7. Ordinarily, contributions to a defined benefit plan
are determined on the basis of an actuarial valuation of the
plan carried out by the plan actuary using participants' data
received from the plan administrator or the employer company
and using actuarial techniques. For multiemployer plans and
certain other negotiated plans, contribution levels are normally
specified in the plan instrument or collective bargaining agreement,
and an actuarial valuation is used to compare accumulated contributions to date with accumulated plan benefits. AU section 336.08
states, "The auditor should consider whether the specialist's
findings support the related representations in the financial
statements and make appropriate tests of accounting data provided
by the client to the specialist." Accordingly, the auditor should
satisfy himself that the participants' data provided to and used
by the actuary was accurate and complete in all material respects.
10-8. In addition to the auditing procedures described in
paragraphs 10-1 through 10-6, the auditor should apply the following auditing procedures when examining the financial statements
of defined benefit plans that involve actuarial valuations:
a.

Tracing information obtained during tests of participants'
data to the participants' data given by the plan administrator
to the actuary.

b.

Testing the reliability of the basic data used by the actuary
in his calculations (for example, name, sex, birth date,
hours worked, employment dates, date of participation in
plan, and salary) by tracing data from the actuary's report-if it is shown in the report--or a confirmation letter obtained
from the actuary to the data furnished by the plan. This test
would normally include a selection of individuals as well as
summary totals (see paragraph 10-20g).

Defined Contribution Plans
10-9. For defined contribution plans, the types of participants' data that should be tested will vary from plan to plan.
Generally, the data tested should include
a.

Covered compensation of individual participants. Generally,
IRS regulations require that the company contribution be
allocated to participants on the basis of the ratio of their
covered compensation to total covered compensation for all
participants.

b.

Individual participants' contributions to the plan.

c.

Birth date, date of hire, and other demographic data that
determine eligibility and vesting.
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10-10. In addition to other uses, this data is used to
test the validity of terminations and the eligibility of individuals to participate in the plan. Examples of the auditor's
procedures in which the data is used are
a.

Tracing individuals who have terminated to benefit payments or
to benefits payable and, if forfeitures are involved, to the
record of forfeited amounts.

b.

For individuals who qualify for participation during the
year and who elect to participate, evaluating whether the
individuals have been properly included in the individual
participant accounts.

10-11. The auditing procedures discussed in paragraphs
10-1 through 10-6 (including procedures relating to the use
of the work of an actuary, if applicable) should also be applied
to this data.
Health and Welfare Benefit Plans
10-12. The types of participants' data that should be
tested in the examination of the financial statements of a
health and welfare benefit plan differ widely from plan to
plan. In general, the data tested may include
a.

Payroll data, including salary or wage rate and hours worked.

b.

Demographic data, including sex, birth date, date of hire, and
number of dependents.

c.

Claims history records maintained by the plan administrator.

10-13. The auditing procedures discussed in paragraphs
10-1 through 10-6 (including procedures relating to the use of
the work of an actuary, if applicable) should also be applied
to this data. The use of this data in evaluating eligibility
and benefits is discussed in paragraphs 9-2 and 9-3.

PLAN OBLIGATIONS
10-14. As discussed
through 4, the nature of
of valuing and recording
among the three types of

earlier in this chapter and in chapters 2
plan benefit obligations and the methods
those obligations differ significantly
plans.
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Defined Benefit Plans
10-15. The objective of auditing procedures applied to
accumulated plan benefits is to provide the auditor with a
reasonable basis for concluding whether the actuarial present
value of accumulated plan benefits, components of those benefits,
and amounts of changes in the actuarial present value of accumulated plan benefits are presented in conformity with FASB Statement
No. 35. That objective is ordinarily accomplished by applying the
auditing procedures described under "Benefit Payments" (paragraph
9-3), "Participants' Data" (paragraphs 10-1 through 10-8), and
"Using the Work of an Actuary" (paragraphs 10-18 through 10-23).
10-16. The actuarial valuation used to determine accumulated plan benefits in accordance with FASB Statement No. 35 is
based on the benefit provisions of the plan and on participants'
data. For many defined benefit plans, the participants' data
submitted to the actuary is current only as of the beginning of
the plan year. The practice of preparing valuations as of the
beginning of a plan year developed as a practical expedient to
facilitate completion of the valuation on a timely basis. For
financial reporting purposes, the information may be presented
either as of the beginning or the end of the plan's year; however,
FASB Statement No. 35 states that an end-of-year benefit information date is considered preferable.
10-17. In the event that an actuarial valuation has not been
prepared as of the beginning or the end of the plan year, the plan
administrator may nevertheless prepare financial statements using
estimated accumulated benefit information as contemplated by FASB
Statement No. 35. If the benefit information is so estimated, the
auditor must satisfy himself that the methods and assumptions used
to estimate the accumulated benefit information are reasonable in
the circumstances, and he should apply the procedures set forth in
AU section 336.
Using the Work of an Actuary
10-18. The independent auditor's qualifications do not
encompass actuarial science or the complexities of probability and
longevity associated with life contingencies. The auditor may
have a general awareness and understanding of actuarial concepts
and practices; however, he does not purport to act in the capacity
of an actuary. The auditor, therefore, needs to follow the
guidance of AU section 336, "Using the Work of a Specialist," to
satisfy himself regarding the work of an actuary on matters such
as plan contributions (see chapter 8) and accumulated benefit

-50-

valuations.
an actuary.1

The following discussion relates to using the work of

10-19. An examination of plan financial statements requires
cooperation and coordination between the auditor and the plan
actuary. The auditor uses the work of an actuary as an audit
procedure to obtain competent evidential matter; the auditor does
not simply rely on the report of an actuary. Although the appropriateness and reasonableness of the methods and assumptions used
and their application are within the expertise of the actuary, the
auditor does not divide responsibility with the actuary for his
opinion on the financial statements taken as a whole. Thus, the
auditor should satisfy himself as to the professional qualifications and reputation of the actuary, obtain an understanding of
the actuary's methods and assumptions, test accounting data
provided to the actuary, and consider whether the actuary's
findings support the related representations in the financial
statements. Sometimes, it may be necessary for the auditor to
obtain the services of an actuary other than the one who prepared
the plan's actuarial valuation. This might occur when the plan
actuary is related to the plan or when the auditor believes that
the determinations made by the plan actuary are unreasonable.
10-20. With respect to the actuarial present value of
accumulated plan benefits and changes therein (as well as contributions), the auditor, in following the guidance in AU section 336,
should
a.

Obtain satisfaction regarding the professional qualifications of the actuary.2 If the actuary is not known

1. With regard to actuarial services provided a client by
the auditor's firm, a related ethics ruling under the AICPA's
Rules of Conduct states:
Even though the member's firm provides actuarial services
(the results of which are incorporated in the client's
financial statements), if all of the significant matters
of judgment involved are determined or approved by the
client and the client is in a position to have an
informed judgment on the results, the member's independence would not be impaired by such activities. [Ethics
Ruling on Independence, Integrity and Objectivity, No.
54, "Member Providing Actuarial Services," ET section
191.108.]
2. There are no universal standards for establishing the professional qualifications of an actuary. Some actuaries specialize or
concentrate on pension matters while others confine their practice
to life or property and liability insurance matters. Qualification,
by education and experience, to practice in one of these areas
does not necessarily prepare the actuary to practice in other
areas.
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to the auditor, the auditor should consider other factors
that might provide him with evidence regarding the actuary's
qualifications. Examples of items to consider are whether
the actuary is an "enrolled actuary" under ERISA Sections 3041
and 3042, the actuary's membership in a recognized professional organization, and the opinion of other actuaries,
whom the auditor knows to be qualified, regarding the actuary's
professional qualifications.
b.

Obtain an understanding of the actuary's objectives, scope
of work, methods, and assumptions and their consistency of
application. For defined benefit plans the auditor should
ascertain whether the method and assumptions used in the
accumulated plan benefit information are in conformity
with FASB Statement No. 35 and whether the funding method and
assumptions are in accordance with ERISA.

c.

Inquire whether the actuarial valuation considers all pertinent
provisions of the plan, including any changes to the plan or
other events affecting the actuarial calculations.

d.

Inquire about the nature of any relationship the actuary
may have with the plan or the employer company that may
impair his objectivity. This can usually be accomplished
by requesting the client to have the actuary describe in
writing the relationship, if any, that may exist and that
may appear to impair the objectivity of his work. Ordinarily,
the engagement of a consulting actuary to perform valuations
on behalf of plan participants or a sponsor company is not a
relationship that would impair the objectivity of the actuary.
If the actuary is related to the client or if the auditor is
unable to determine that the actuary has no relationship with
the client that might impair his objectivity, the auditor
should consider performing additional auditing procedures
regarding some or all of the actuary's methods and assumptions
to determine that the findings are not unreasonable.

e.

Inquire whether the actuary has reviewed the relevant portions
of the financial statements and agrees with the reference to
his work in the financial statements.

f.

Test the reliability and completeness of the census data
provided by the plan and used by the actuary in his actuarial valuation. These tests may be coordinated with the
auditing procedures described under "Plan Contributions" and
"Participants' Data" in paragraphs 8-3 through 8-5 and 10-1
through 10-8. In the event that data provided to the actuary
is significantly incomplete, the auditor should inquire of the
actuary in regard to the treatment of the incomplete data and
should determine if the method used by the actuary to give
effect to the missing data in his valuation is reasonable in
the circumstances. This situation is most likely to occur in
multiemployer plans.
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g.

Confirm aggregate participants' data used in the actuarial
valuation. (The auditor may wish to include this request
as part of his audit inquiry letter to the plan's actuary.
See paragraph 10-22.) In addition, the auditor may also
wish to confirm information related to selected individual
participants that is part of the aggregate amounts.

10-21. The auditor should request the plan administrator
to send a letter to the plan's actuary requesting that the
actuary (a) provide the auditor with a copy of his actuarial
report, and/or Schedule B of Form 5500, or comparable information or (b) confirm to the auditor actuarial information that has
already been obtained from the plan in connection with the audit.
10-22. The following is an illustration of a letter to the
plan's actuary requesting a copy of the actuary's report and/or
other information on the plan:
Gentlemen:
In connection with an examination of the financial
statements of the XYZ Pension Plan (date of statements),
please furnish our auditors,
(name)
, (address) ,
the information described below as of ("the more recent
benefit information date, either
date of plan year-end
or
date of beginning of plan year). For your convenience, you may supply in response to these requests
pertinent sections, properly signed and dated, of your
actuarial report and/or Schedule B, if available and if
the requested information is contained therein.
a.

The actuarial present value of accumulated plan
benefits as defined in FASB Statement No. 35, Accounting and Reporting by Defined Benefit Pension Plans,
classified as follows:
1.

Vested benefits of participants
and beneficiaries currently
receiving payments

$_

2.

Other vested benefits

$_

3.

Nonvested benefits

$_

4.

Total

$_

b.

Date of the above valuation of accumulated plan
benefits.

c.

A description of the principal assumptions used in
determining the actuarial present value of accumulated
plan benefits.
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d.

The minimum annual contribution, including the use of
any credit balances in the funding standard account
available to offset present or future contributions
under ERISA and the actuarial cost method being used,
a description of the actuarial assumptions used in
computing the funding standard account, and the
aggregate effect of any change in the method or
assumption(s). Also, indicate whether the alternative
funding standard account was elected and whether the
full-funding limitation is applicable.

Information Requested Which May Be Contained in the
Actuarial Report or Other Sources:
e.

A brief description of the employee group covered.

f.

1.

A brief general description of the benefit
provisions of the plan used in the actuarial
calulation.

2.

A description of any benefits, as prescribed
by FASB Statement No. 35, not included in the
accumulated plan benefits valuation and the
reason therefore.

3.

The effective date of the last plan amendment
included in this valuation.

g.

The following information applies to the employee census
data used in performing the actuarial valuation:
1.

Date as of which the census data was collected
is

2.
Participants

Number of
persons

Currently receiving
payments
Active with vested
benefits
Terminated with
deferred vested
benefits
Active without
vested benefits
Other (describe)
TOTAL
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Compensation
(if applicable)

Note: If information is not available for each
of these categories, indicate which categories
have been grouped. Please describe any group or
groups of participants not included in the above
information.
3.

Requested information for the following specific
individuals contained in the census:

Participant's
Name or Number

Age or
Birth Date

Sex

Salary

Date Hired or
Years of Service

(Note: The auditor should select information from company
records to compare with the census data used by the actuary.
In addition, the auditor may wish to have selected certain
census data from the actuary's files to compare with the company's records.)

h.

i.

Describe, if significant (either individually or in
the aggregate), the effects of the following factors
on the change in the actuarial present value of
accumulated plan benefits from the preceding to the
current benefit information date. (Effects that are
individually significant should be separately identified.)
1.

Plan amendments.

2.

Changes in the nature of the plan (for example, a
plan spin-off or a merger with another plan).

3.

Changes in actuarial assumptions.

For the current year, the effects of the following on
changes in the present value of accumulated plan
benefits:
1.

Increase in benefits accumulated.

2.

Increase due to the passage of time.

3.

Benefits paid.

(Note to the auditor: Item i applies only if the change
in actuarial information is being presented in statement
format.)
j.

If an accumulated funding deficiency exists, the
amount necessary to reduce the deficiency to zero
under ERISA.
$
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k.

Have you been notified of a decision by the sponsor
company to fully or partially terminate the plan?
If so, please describe the effect on the plan.

1.

Please decribe the nature of the relationship, if any,
that you may have with the plan or the sponsor company
and that might appear to impair the objectivity of
your work.

m.

What is the amount of the unbilled and/or unpaid
actuarial or other fees due your firm applicable to
the plan year-end and payable by the plan?

n.

Please supply any additional information that you
believe is necessary.

Your prompt attention to this request will be appreciated.

Very t r u l y yours,
(Plan Administrator)
In those situations when the auditor also examines the financial
statements of the sponsor company, he should consider combining
the request for the above information with his request for
information necessary for compliance with APB Opinion No. 8,
Accounting for the Cost of Pension Plans, and FASB Statement
No. 36, Disclosure of Pension Information.
10-23. The following is an illustration of a letter to the
plan's actuary requesting confirmation of information taken
from the actuary's report and/or the plan's or the sponsor company's
records
(Name and Address of Actuary)
In connection with their examination of our financial
statements as of
(date of plan year-end) , our auditors,
(name and address) , have requested that you confirm
to them the following information as of
(benefit information date) with respect to our defined benefit pension
plan described in your report dated
.
[List of information to be confirmed]
Please confirm the above information by signing the
enclosed copy of this letter in the space provided,
and return it directly to our auditors. If the above
information is not correct, please inform our auditors
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directly, and, if possible, send them full details of the
differences.
Your prompt attention to this request will be appreciated.
Very truly yours,

(Plan Administrator)
The above information is correct except as noted below.

(Date)

(Name of Actuary)

Defined Contribution Plans
10-24. The net assets available for benefits for defined
contribution plans are normally allocated to individual participant accounts according to procedures set forth in the plan
instrument or in a collective bargaining agreement. In some
cases, the plan instrument may even specify the allocation of
individual plan assets.
10-25. The objective of auditing procedures applied to
individual participant accounts of defined contribution plans is
to provide the auditor with a reasonable basis for concluding
a.

Whether net assets have been allocated to the individual
participant accounts in accordance with the plan instrument.3

b.

Whether the sum of the participant accounts reconcile with
the total net assets available for plan benefits.

10-26. The auditor ordinarily should apply the following
auditing procedures to individual participant accounts:
a.

Reviewing pertinent sections of the plan instrument or collective bargaining agreement to obtain an understanding of how
allocations are to be made.

3. The effects of misallocation of assets should be considered in
relation to the financial statements as a whole rather than in
relation to individual accounts.
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b.

Testing the allocation of income or loss, appreciation or
depreciation in value of investments, administrative expenses,
and amounts forfeited for selected accounts.

c.

Testing the allocation of the company contribution.

d.

For plans with participant contributions, determining whether
individual contributions are being credited to the proper
participant accounts and to the investment medium selected
by the participant, if applicable.

e.

Determining whether the sum of individual accounts reconciles
with the total net assets available for benefits.

f.

Depending on existing internal accounting controls and
the results of other auditing procedures, the auditor may
wish to confirm contributions and other pertinent information
directly with participants.

Health and Welfare Benefit Plans
10-27. Plan obligations for health and welfare benefit
plans are paid out of a fund of accumulated contributions and
income (a self-insured plan), are provided through insurance
purchased by the plan from an insurance company (an insured plan),
or are provided through a combination of the two. In an insured
plan, liabilities for claims reported but not paid, and liabilities
for claims incurred but not reported, will be paid by the insurance
company and, therefore, will not appear as liabilities in the
financial statements of the plan. A self-insured plan should
include in its financial statements a liability for each of these
claims and, in many plans, a liability for accumulated eligibility
credits. With regard to the plan's liabilities, the auditor should
read the relevant provisions of the plan instrument and test, when
appropriate, compliance with the plan instrument. The liabilities
for insurance premiums of insured plans and claims and accumulated
eligibility credits for self-insured plans are discussed below.
10-28. For insured plans, the auditor should determine
whether the proper dollar amount of premiums has been remitted
to the insurance company and whether any liability for unpaid
monthly insurance premiums has been properly recorded. Monthly
insurance premium payments are generally determined from the
participants' eligibility records and the premium rates in the
insurance contract. To test the premium payments, the auditor
should
a.

Compare the number of eligible participants, as shown by the
eligibility records, to the premium computation and trace the
applicable premium rates to the insurance contract.

b.

Trace a sample of the participants listed in the premium
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computation list to the eligibility records.
c.

Compare monthly premiums paid and investigate the reasons for
significant changes.

d.

Request direct confirmation from the insurance company
of the total amount of premiums paid during the year, premiums
payable to the insurance company, and other liabilties and
assets of the plan at year-end.

Any premium payable to the insurance company should be recorded.
The basis for the computation of this liability should be reviewed
and, when possible, traced to subsequent payments. Insurance
contracts should be reviewed to determine that the liability is in
accordance with the contract provisions.
10-29. In self-insured plans, claims reported to the plan
administrator but not paid are liabilities of the plan. A
trial balance of these claims should be obtained for further
testing. Individual claims should be compared with the trial
balance, and the nature of the claim and the documentary support
should be reviewed. The auditor should review payments made after
the date of the financial statements to determine whether all
claims reported have been properly included in the trial balance.
Depending on the timing of the examination, the auditor may also
perform a search of open claim files.
10-30. As of the date of the statement of net assets and
liabilities, there will be certain claims incurred but not yet
reported to the plan, and some of these may not be reported for
an extended period of time. Claims of this nature cannot be
determined on an individual basis, but the aggregate amount of
such claims should be subject to reasonable estimation on the
basis of past loss experience and actuarial determination. If
information necessary to make this estimate is not available, the
auditor should consider the possible effect on his report.
10-31. The eligibility rules for many plans provide for
the accumulation of eligibility credits for participants. The
liability arising from eligibility credits is generally determined by applying current insurance premium rates to accumulated
eligibility credits or, in the case of a self-insured plan,
by applying the average cost of benefits per eligible participant.
The accrued liability should be reviewed and tested for adequacy
and reasonableness. Such tests should include a comparison of
the employer's contributions with the participants' eligibility
records, a test of the arithmetical accuracy of the accumulated
credits, and a review of the overall computation of the estimated
liability.
10-32. Many health and welfare benefit plans provide benefits
that require an actuarial determination of the plan's liability.
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An actuary may also be used to determine contribution rates. If
the plan requires the services of an actuary, the auditor should
apply the procedures in paragraphs 10-18 through 10-21 in the
section "Using the Work of an Actuary."
10-33. The auditor should consider confirming the following
types of information with the actuary:
a.

A description of participant groups covered.

b.

A brief general description of the characteristics of the
plan used in the actuary's calculations including, but not
limited to, benefit provisions.

c.

The number of employees in the actuary's valuation and
the number of participants and beneficiaries who are active,
terminated with vested benefits, or retired under the plan.

d.

The present value of accumulated claims liability under the
plan. (Be careful that the actuarially calculated claims
liability does not include claims included elsewhere in the
statement of net assets. Also, consider whether all claims
are properly included.)

e.

The date of (1) the valuation of the claim liability and
(2) the census data used. (If the date of the census data
used is other than the plan year-end, the actuary should be
requested to indicate the basis for projecting the data to
the year-end.)

f.

A description of (1) the principal assumptions and methods
used in determining the present value of accumulated claims
liability and (2) any changes in assumptions or methods
(for example, interest rates) and the effect of the changes.

g.

The significant effects (either individually or in the
aggregate) on the current year of changes resulting from plan
amendments.

h.

Knowledge of an intent on the part of the employer (sponsor
company) to fully or partially terminate the plan.

i.

The amount of unbilled or unpaid actuary's fees applicable
to the plan's year-end and payable by the plan.
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CHAPTER 11
OTHER MATTERS

Cash
11-1. Since one of the principal activities of an employee
benefit plan is to earn a return on investments, and since
the plan administrator has a fiduciary responsibility to maintain
plan assets in investments that earn an appropriate return, cash
balances tend to be very small, representing residual amounts not
invested. When cash is held in trust under a trust agreement or
under an insurance contract, confirmation of the balance is
normally adequate. For a plan that maintains and controls cash
accounts that are independent from the trust accounts or insurance
contracts, auditing procedures should normally include the customary
auditing procedures.
Commitments and Contingencies
11-2. The auditor ordinarily should apply the following
procedures in connection with the commitments and contingencies of
an employee benefit plan:
a.

Discussing possible areas of commitments and contingencies
with the sponsoring employer, trustee, or plan administrator.

b.

Reviewing minutes of various committees of the plan for
discussion of possible contingent liabilities or commitments.

c.

Analyzing legal expenses for the period and reviewing invoices
and statements from legal counsel for indications of possible
contingencies. Legal expenses may be paid directly by the
employer, in which case the auditor should consider reviewing
those expenses.

d.

Obtaining a letter from the plan's legal counsel concerning
litigation, claims, assessments, and unpaid legal fees. (See
AU section 337, "Inquiry of a Client's Lawyer Concerning
Litigation, Claims and Assessments," and paragraph 11-3).
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e.

Obtaining a representation letter from the plan's administrator or trustee (see paragraph 11-10).

11-3. The auditor should request the plan administrator
to send an audit inquiry letter to those lawyers who have been
consulted regarding litigation, claims, assessments, and qualification matters relating to the plan. In addition to the standard
requests, the letter should include inquiries regarding the
following:
a.

If a determination letter has not been received, an opinion
that the plan provisions are in compliance with the Internal
Revenue Code.

b.

Knowledge of matters that are potentially significant to the
financial statements relating to
1.

Breach of fiduciary responsibilities.

2.

Party-in-interest transactions prohibited by ERISA.

3.

Loans or leases in default and reportable to the DOL.

4.

Events reportable to the PBGC.

5.

Events that may jeopardize the plan's tax
qualification status.

Plan Tax Status
11-4. Ordinarily, a trust established under an employee
benefit plan is qualified under the Internal Revenue Code as
exempt from federal income taxes. The objective of auditing
procedures applied with respect to the tax status of a plan
is to permit the auditor to conclude
a.

Whether the trust is qualified under the Internal Revenue
Code as being exempt from federal income taxes and whether
transactions or events have occurred that might affect the
plan's qualified status.

b.

Whether asserted and unasserted claims and assessments
affecting plan assets resulting from the loss of tax exemption
have been properly recorded or disclosed in conformity with
generally accepted accounting principles.

11-5. The auditing procedures applied in an examination
of a plan's tax status should include the following:
a.

Reviewing the IRS tax determination letter or the letter
from the plan's legal counsel described in paragraph 11-3. If
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the plan has been amended, review any new rulings issued by
the IRS regarding the modified plan instrument.
b.

Inquiring of the plan administrator about any plan activities
that may cause it to lose its exempt status. These include
either plan amendments or operational decisions that would
violate any of the requirements described in c.

c.

Reviewing the results of auditing procedures applied in
other areas of the examination and considering the findings
in relation to the tax qualification requirements, for
example,
1.

A plan must not discriminate in favor of employees
who are officers or shareholders or who are highly
compensated.

2.

Benefits under the plan must not exceed the statutory
limitations.

3.

Contributions to the fund must be exclusively for
the benefit of participants.

Prohibited Transactions
11-6. For all employee benefit plans, transactions prohibited
by ERISA can give rise to significant receivables because a plan
fiduciary is liable to make good on losses to the plan resulting
from a breach of fiduciary duties and to restore to the plan any
profits that he made through the use of the plan's assets. (See
Appendix A for a discussion of prohibited transations.) The
auditor should be alert to possible breaches of fiduciary duties
or prohibited transactions and should see that they are appropriately recognized in the financial statements. The examination
with respect to prohibited transactions should normally include
the following auditing procedures:
a.

Inquiring of company and plan officials about activities
or transactions that might be prohibited.

b.

Obtaining from the plan administrator a list of all parties
in interest (ERISA Sec. 3(14)). Also, reviewing the administrator's procedures for identifying parties in interest and
examining related documentation to determine whether the list
appears to be complete.

c.

Determining whether any prohibited transactions have been
disclosed as a result of past Internal Revenue Service or
other governmental examinations. Because the auditor,
as a result of his regular audit work, should be familiar
with significant transactions that might be prohibited, it
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is anticipated that few, if any, additional procedures
will be necessary in most instances.
Administrative Expenses
11-7. The objective of auditing procedures applied to
administrative expenses is to provide the auditor with a reasonable basis for concluding whether those expenses are in accordance
with agreements, are properly approved, are properly classified,
and are recorded in appropriate amounts.
11-8. The examination of administrative expenses should
normally include the following auditing procedures:
a.

Analyzing the account and examining supporting invoices,
documents, and computations.

b.

Reviewing the terms of the plan instrument and the minutes
of the board of trustees or administrative committee to determine that administrative expenses were properly authorized.

c.

If the plan employs a contract administrator, testing the
basis of the contract payments made to determine their
propriety and reasonableness.

d.

If one office functions as a service organization for several
plans and administrative expenses are allocated because they
are not directly associated with a specific plan, reviewing
the allocation to determine that it is appropriate and determining that the method of allocation selected was approved by
the board of trustees or administrative committee.

e.

Determining that trustees and investment advisor fees are in
accordance with the respective agreements.

Subsequent Events
11-9. Guidance on the auditor's procedures relating to subsequent events is provided in AU section 560. The following
auditing procedures should be applied for all employee benefit
plans if they are considered appropriate. The list is not allinclusive and should be modified to suit the circumstances of a
particular engagement.
a.

Reviewing minutes of committee meetings held through the
completion of field work.

b.

If there is a significant period of time between the date of
the plan's legal counsel's response and the date of completion
of field work, obtaining supplemental legal representations.
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c.

Obtaining the plan's interim financial statements for a period
subsequent to the audit date, if they are available, and
comparing them with the financial statements being examined
and investigating any unusual fluctuations.

d.

Discussing and inquiring of the plan administrator or trustee
concerning
1. Abnormal disposal or purchase of investments since
year-end.
2. Amendments to plan and trust instruments, and insurance
contracts.
3. Any matters involving unusual terminations of participants,
such as terminations arising from a sale of a division or
layoffs.
4. Changes in plan commitments or contingent liabilities.

Plan Representations
11-10. The auditor should obtain certain written representations from the plan trustee or administrator as part of his
examination (see AU section 333, "Client Representations"). In
addition to the representations obtained under AU section 333, the
representation letter should include, as applicable, representations regarding
a.

Amendments to the plan instrument.

b.

For defined benefit pension plans, omissions from the participants' data:
There were no omissions from the participants' data
provided the plan's actuary for the purposes of determining
the actuarial present value of accumulated plan benefits
and other amounts reflected in the financial statements.
For health and welfare benefit plans that require the services
of an actuary:
There were no omissions from the participants' data
provided the plan's actuary for the purpose of determining
the liability for claims incurred but not reported and
other actuarially determined amounts in the financial
statements.

c.

The plan administrator agrees with the actuarial methods and
assumptions used by the actuary for funding purposes and for
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determining accumulated plan benefits and has no knowledge or
belief that would make such methods or assumptions inappropriate
in the circumstances.
d.

There have been no changes in
1.

The actuarial methods or assumptions used in calculating amounts recorded or disclosed in the financial
statements.

2.

Plan provisions between the actuarial valuation date
and the date of this letter.

[Item d applies only to defined benefit plans and to those
health and welfare benefit plans that require the services of
an actuary.]
e.

The trust established under the plan is qualified under
the appropriate section of the Internal Revenue Code and
intends to continue as a qualified trust.

f.

The plan has complied with the fidelity bonding requirements of ERISA.

g.

There were no transactions with parties in interest (as
defined in ERISA Section 3(14) and regulations under that
section) that were not disclosed in the supplemental schedules
or financial statements.

h.

There were no investments in default or considered to be
uncollectible and that were not disclosed in the supplemental
schedules.

i.

There were no reportable transactions (as defined in ERISA
Section 103(b)(3)(H) and regulations under that section) that
were not disclosed in the supplemental schedules.

j.

There is no present intention to terminate the plan.
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CHAPTER 12
THE AUDITOR'S REPORT

12-1.
The guidance in sections 400, 500, and 600 of
the Codification of Statements on Auditing Standards applies
to an auditor's report on the financial statements of an employee
benefit plan.
12-2.
This chapter provides guidance on the auditor's
report on the financial statements of an employee benefit plan
when
a.

The auditor expresses an unqualified opinion on
financial statements presented in accordance with
generally accepted accounting principles (paragraphs
12-3 to 12-6).

b.

Supplemental schedules relating to ERISA and DOL
regulations accompany the financial statements
(paragraphs 12-7 to 12-10).

c.

The financial statements have been prepared on a
basis of accounting other than generally accepted
accounting principles (paragraphs 12-11 to 12-14).

d.

The scope of the examination was limited (paragraphs
12-15 to 12-18).

e.

The auditor is reporting on the financial statements of
a trust established under a plan (paragraph 12-19).

f.

Nonreadily marketble investments are not valued in
accordance with generally accepted accounting principles
(paragraphs 12-20 to 12-21).

g.

The plan auditor uses the work of other auditors
(paragraph 12-22).
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The Auditor's Standard Report
12-3.
Defined Benefit Pension Plans. The following are
illustrations of an auditor's report with an unqualified opinion
on the financial statements of a defined benefit pension plan. In
addition to the statement of net assets available for plan benefits
and the statement of changes during the year in net assets available for plan benefits required by FASB Statement No. 35, the
illustrations assume that information regarding the actuarial
present value of accumulated plan benefits and changes therein is
also presented in separate financial statements.1
Illustration of Auditor's Report on Financial Statements of
Defined Benefit Plan Assuming End-of-Year Benefit Information Date
To the Board of Trustees of the
XYZ Pension Plan:
We have examined the statements of net assets
available for benefits and of accumulated plan benefits of
XYZ Pension Plan as of December 31, 19X2, and the related
statements of changes in net assets available for benefits
and of changes in accumulated plan benefits for the year
then ended. Our examination was made in accordance with
generally accepted auditing standards and, accordingly,
included such tests of the accounting records and such
other auditing procedures as we considered necessary in
the circumstances.
In our opinion, the financial statements referred

1. FASB Statement No. 35 permits variation in the presentation of
information regarding the actuarial present value of accumulated
plan benefits and changes therein. If such information is not
presented in separate financial statements but is presented on
the face of one or more financial statements or the notes thereto,
the scope paragraph of the auditor's report should refer only to
the financial statements that are presented. For example, if
information regarding accumulated plan benefits and changes
therein is presented in the notes to the financial statements
regarding net assets available for plan benefits and changes
therein, the first sentence of the auditor's report might read as
follows:
We have examined the statement of net assets
available for benefits of XYZ Pension Plan as of
December 31, 19X2, and the related statement of
changes in net assets available for benefits for
the year then ended.
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to above present fairly the financial status of the Plan as
of December 31, 19X2, and the changes in its financial
status for the year then ended in conformity with generally
accepted accounting principles applied on a basis consistent
with that of the preceding year.2
(Firm Name)
(Date)

Illustration of Auditor's Report on Financial
Statements of Defined Benefit Plan Assuming
Beginning-of-Year Benefit Information Date
To the Board of Trustees of the
XYZ Pension Plan:
We have examined the statements of net assets
available for benefits of XYZ Pension Plan as of
December 31, 19X2 and 19X1, and the related statements
of changes in net assets available for benefits for the
years then ended and the statement of accumulated
plan benefits as of December 31, 19X1, and the related
statement of changes in accumulated plan benefits for
the year then ended. Our examination was made in
accordance with generally accepted auditing standards
and, accordingly, included such tests of the accounting
records and such other auditing procedures as we
considered necessary in the circumstances.

2. AC section 1025.20 (APB Statement No. 4, paragraph 133)
states, "The financial position of an enterprise at a particular
time comprises its assets, liabilities, and owners' equity and
the relationship among them...." In FASB Statement No. 35, the
FASB left unresolved the question whether accumulated plan
benefit information represents a liability of a defined benefit
pension plan. Accordingly, since the financial statements of a
defined benefit pension plan do not present information on
accumulated plan benefits as a liability of the plan, and since
they do not present an account comparable to the owners' equity
of other types of entities, the auditor's opinion in the illustrative reports does not refer to the presentation of the financial
position of the plan. The term "financial status," as it is
used here, refers to the presentation of information regarding
net assets available for plan benefits and changes therein and
information regarding accumulated plan benefits and changes
therein as specified in FASB Statement No. 35 (see FASB Statement
No. 35, paragraph 235).
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In our opinion, the financial statements
referred to above present fairly the financial status
of the Plan as of December 31, 19X1, and changes in its
financial status for the year then ended and information
regarding net assets available for benefits and changes
therein as of and for the year ended December 31, 19X2,
in conformity with generally accepted accounting
principles applied on a consistent basis.
(Firm Name)
(Date)
12-4. Defined Contribution Plans. [Illustration of
auditor's standard report for a defined contribution plan
to be added on completion of chapter 3.]
12-5-6. Health and Welfare Benefit Plans. [Illustrations
of the auditor's standard" report for insured and self-insured
health an welfare plans to be added on completion of chapter 4.]
Supplemental Schedules Relating
to ERISA and DOL Regulations
12-7. Besides the financial statements and related disclosures, which may conform to the requirements of FASB Statement No.
35, ERISA and DOL regulations require additional information to be
disclosed. Certain of this information is required to be covered
by the auditor's report, but other required additional information
need not be covered by the auditor's report. The information
required by ERISA and the regulations is described in Appendix A.
12-8. Statement on Auditing Standards No. XX, Reporting
on Information Accompanying the Basic Financial Statements
in Auditor-Submitted Documents, provides guidance on the form and
content of reporting when the auditor submits to his client or
others a document containing information accompanying the basic
financial statements. Paragraph 6 of SAS No. XX provides the
following guidelines for the auditor's report in those circumstances:
a.

The report should state that the examination has been made
for the purpose of forming an opinion on the basic financial
statements taken as a whole.

b.

The report should identify the accompanying information
(identification may be made by descriptive title or page
number of the document).

c.

The report should state that the accompanying information is
presented for purposes of additional analysis and is not a

-70-

required part of the basic financial statements. The report
may refer to regulatory agency requirements applicable to the
information.
d.

The auditor should express an opinion on whether the accompanying information is fairly stated in all material respects
in relation to the basic financial statements, taken as a
whole, or disclaim an opinion on the information, depending
on whether it has been subjected to the auditing procedures
applied in the examination of the basic financial statements.
The auditor may express an opinion on a portion of the
accompanying information and disclaim an opinion on the
remainder.

e.

The report on the accompanying information may be added to
the auditor's standard report on the basic financial statements or appear separately in the auditor-submitted document.

12-9. An example of a separate paragraph when the auditor's
report covers additional information and he has applied auditing
procedures and is expressing an opinion on the additional information might be worded as follows:
Our examination was made for the purpose of
forming an opinion on the basic financial statements
taken as a whole. The supplemental schedules of
[identify] are presented for purposes of complying with
the Department of Labor's Rules and Regulations for
Reporting and Disclosure under the Employee Retirement
Income Security Act of 1974 and are not a required
part of the basic financial statements. The supplemental
schedules have been subjected to the auditing procedures
applied in the examination of the basic financial
statements and, in our opinion, are fairly stated in
all material respects in relation to the basic financial
statements taken as a whole.
When additional information is presented on which the auditor does
not express an opinion, the information should be marked as
unaudited or should refer to the auditor's disclaimer of opinion,
and the last sentence of the above paragraph should state the
following:
The supplemental schedules have not been subjected to the
auditing procedures applied in the examination of the
basic financial statements, and, accordingly, we express
no opinion on them.
12-10. In an examination in accordance with generally
accepted auditing standards, the report need not state that
the financial statements and schedules comply with the DOL
filing requirements. During his examination, however, the auditor
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may become aware of departures from such requirements that are not
also departures from generally accepted accounting principles, in
which case he may wish to emphasize the matter in an explanatory
paragraph of his report.
Non-GAAP-Basis Financial Statements
12-11. Present DOL regulations permit, but do not require,
financial statements included in the annual report (Form
5500) to be prepared on a basis of accounting other than
generally accepted accounting principles. Also, they do not
prohibit variances from generally accepted accounting principles if the variances are described in a note to the financial
statements.
12-12. A common type of presentation on a basis other
than generally accepted accounting principles is when financial
statements for filing with the DOL have been prepared on the
modified cash basis of accounting. AU section 621.02-.08 provides
guidance on "Reports on Financial Statements Prepared in Accordance
with a Comprehensive Basis of Accounting Other Than Generally
Accepted Accounting Principles." Included in the definition of a
"comprehensive basis of accounting" are the cash basis and modifications thereof having substantial support. Cash basis financial statements that adjust securities investments to fair
value are considered to be prepared on a modified cash basis
of accounting.
12-13. The following is an illustration of an auditor's
report on the financial statements of a defined benefit pension
plan prepared on the modified cash basis. The illustration
assumes that information on accumulated plan benefits is included
in the notes to the financial statements.
To the Board of Trustees of the
XYZ Pension Plan:
We have examined the statements of net assets available
for plan benefits (modified cash basis) of XYZ Pension
Plan as of December 31, 19X2 and 19X1, and the related
statement of changes in net assets available for plan
benefits (modified cash basis) for the year ended
December 31, 19X2. Our examinations were made in accordance with generally accepted auditing standards and,
accordingly, included such tests of the accounting
records and such other auditing procedures as we considered necessary in the circumstances.
As described in Note X, the Plan's policy is to
prepare its financial statements and supplemental
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schedules on a modified cash basis of accounting,
which differs from generally accepted accounting
principles. Accordingly, the accompanying financial
statements and schedules are not intended to be presented in conformity with generally accepted accounting
principles.
In our opinion, the financial statements referred to
above present fairly the net assets available for plan
benefits of XYZ Pension Plan as of December 31, 19X2 and
19X1, and the changes in net assets available for plan
benefits for the year ended December 31, 19X2, on
the basis of accounting described in Note X, which basis
has been applied in a consistent manner.
Our examinations were made for the purpose of
forming an opinion on the financial statements taken as
a whole. The supplemental schedules (modified cash
basis) of (1) assets held for investment, (2) transactions in excess of 3 percent of the current value of plan
assets, and (3) investments in loans and fixed income
obligations in default or classified as uncollectible
as of or for the year ended December 31, 19X2, are
presented for purposes of complying with the Department
of Labor Rules and Regulations for Reporting and
Disclosure under the Employee Retirement Income Security
Act of 1974 and are not a required part of the basic
financial statements. The supplemental schedules have
been subjected to the auditing procedures applied in
the examinations of the basic financial statements
and, in our opinion, are fairly stated in all material
respects in relation to the basic financial statements
taken as a whole.
(Firm Name)
(Date)
12-14. If the plan administrator prepares financial statements
on the basis of generally accepted accounting principles or on a
modified cash basis, he might decide not to disclose information
regarding accumulated plan benefits. Regardless of the basis, the
auditor should comment in his report on the lack of such disclosure
and should express a qualified or an adverse opinion (see AU
sections 509.17 and 9621.34-.39).
Limited-Scope Examinations
12-15. Limited-scope examination under POL regulations.
Under DOL regulations, the plan auditor need not examine and
report on information prepared by banks, similar institutions, or
insurance carriers that are regulated, supervised, and subject to
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periodic examination by a state or federal agency if that information is certified as complete and accurate by the bank, similar
institution, or insurance carrier (see Appendix A ) . Thus, the
plan administrator may restrict the auditor's examination of the
assets held and transactions executed by such institutions.3 The
following is an example of the auditor's report in these special
circumstances when he believes this to be a significant limitation
on the scope of his examination.
To the Board of Trustees
of XYZ Pension Plan:
We have examined the financial statements and
schedules of XYZ Pension Plan as of December 31, 19XX,
and for the year then ended, as listed in the accompanying index. Except as stated in the following
paragraph, our examination was made in accordance with
generally accepted auditing standards and, accordingly,
included such tests of the accounting records and
such other auditing procedures as we considered necessary in the circumstances.
As permitted by Section 2520.103-8 of the Department of Labor Rules and Regulations for Reporting and
Disclosure under the Employee Retirement Income Security
Act of 1974, the plan administrator instructed us not
to perform, and we did not perform, any auditing
procedures with respect to the information summarized
in Note X, which was certified by ABC Bank, the
trustee of the Plan, except for comparing the information with the related information included in the 19XX
financial statements and supplemental schedules. We

3. Certain data furnished and certified by a bank, similar,
institution, or an insurance carrier are based on information
supplied by the plan administrator. Accordingly, the auditor
should satisfy himself that the amounts reported by the trustee as
being received from, and disbursed at the direction of, the plan
administrator or other authorized party have been properly determined in accordance with the terms of the plan and that the
information included in the financial statements and schedules has
been presented in compliance with the DOL Rules and Regulations
for Reporting and Disclosure under the Employee Retirement Income
Security Act of 1974. If the auditor is precluded from performing
these procedures, it will ordinarily be necessary for him to
disclaim an opinion on the financial statements in accordance with
AU section 509.45-.47 because of the limitation on the scope of
his examination, and it would not be appropriate for him to comment
about whether the financial statements are presented in compliance
with ERISA and applicable DOL regulations.
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have been informed by the plan administrator that the
trustee holds the Plan's investment assets and executes
investment transactions. The plan administrator
has obtained a certification from the trustee as of and
for the year ended December 31, 19XX, that the information provided to the plan administrator by the trustee
is complete and accurate.
Because of the significance of the information
that we did not audit, we are unable to, and do not,
express an opinion on the accompanying financial
statements and schedules taken as a whole. The form
and content of the information included in the financial
statements and schedules, other than that derived from
the information certified by the trustee, has been
examined by us and, in our opinion, is presented in
compliance with the Department of Labor Rules and
Regulations for Reporting and Disclosure under the
Employee Retirement Income Security Act of 1974.
(Firm Name)
(Date)
12-16. Limited-scope examination in prior year. An employee
benefit plan administrator may elect not to limit the scope of the
examination in the current year although the scope of the examination in the prior year was limited in accordance with DOL regulations.4
The following illustrates a report on comparative
financial statements of a defined benefit pension plan under those
circumstances.
To the Board of Trustees
of the XYZ Pension Plan:
We have examined the statement of net assets available for benefits of XYZ Pension Plan as of December 31,
19X2 and 19X1, and the related statement of changes in
net assets available for plan benefits for the year
ended December 31, 19X2 and the statements of accumulated plan benefits as of December 31, 19X2 and 19X1,
and the related statement of changes in accumulated
plan benefits for the year ended December 31, 19X2.
Except as explained in the following paragraph, our
examinations were made in accordance with generally

4. Present DOL regulations prescribe that the annual report
include a statement of net assets available for benefits on a
comparative basis, while the statement of changes in net assets
available for benefits is required for the current year only.
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accepted auditing standards and, accordingly, included
such tests of the accounting records and such other
auditing procedures as we considered necessary in the
circumstances.
As permitted by Section 2520.103-8 of the Department
of Labor Rules and Regulations for Reporting and
Disclosure under the Employee Retirement Income Security
Act of 1974, investment assets held by ABC Bank, the
trustee of the Plan, and transactions in those assets
were excluded from the scope of our examination of the
Plan's 19X1 financial statements, except for comparing
the information provided by the trustee, which is
summarized in Note X, with the related information
included in the financial statements.
Because of the significance of the information
that we did not audit, we are unable to, and do not,
express an opinion on the Plan's financial statements
for the year ended December 31, 19X1. The form and
content of the information included in the 19X1 financial
statements, other than that derived from the information
certified by the trustee, has been examined by us and,
in our opinion, is presented in compliance with the
Department of Labor's Rules and Regulations for Reporting and Disclosure under the Employee Retirement
Income Security Act of 1974.
In our opinion, the financial statements, referred to
above, of XYZ Pension Plan as of December 31, 19X2, and
for the year then ended present fairly the financial
status of XYZ Pension Plan as of December 31, 19X2, and
changes in its financial status for the year then ended
in conformity with generally accepted accounting
principles applied on a basis consistent with that of
the preceding year.
Our examinations were made for the purpose of forming
an opinion on the financial statements taken as a whole.
The supplemental schedules of (1) assets held for investment, (2) transactions in excess of 3 percent of the
current value of plan assets, and (3) investments in
loans and fixed income obligations in default or classified as uncollectible as of or for the year ended December
31, 19X2, are presented for purposes of complying with the
Department of Labor Rules and Regulations for Reporting
and Disclosure under the Employee Retirement Income
Security Act of 1974 and are not a required part of the
basic financial statements. The supplemental schedules
have been subjected to the auditing procedures applied in
the examination of the basic financial statements for the
year ended December 31, 19X2, and, in our opinion, are
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fairly stated in all material respects in relation to the
basic financial statements taken as a whole.
(Firm Name)
(Date)
12-17. Limited-scope examination in current year. A plan
may exclude from the auditor's examination its assets held by
banks or insurance companies in the current year, although the
scope of the examination in the prior year was unrestricted.
When comparative financial statements will be issued in those
circumstances, the auditor should report on the prior-year
financial statements of the plan in accordance with AU section
505.02. Although that section states that the auditor's report
should ordinarily be dated as of the completion of the most recent
examination, the procedures performed in an examination that has
been restricted, as permitted by section 2520.103-8 of the DOL's
rules and regulations for reporting and disclosure, generally are
not sufficient to enable the auditor to update his report on the
prior-year financial statements. Accordingly, the auditor should
consider dual-dating his report. The following illustrates a
report on comparative financial statements in those circumstances.5
To the Board of Trustees of the
XYZ Pension Plan:
We have examined the statements of net assets
available for benefits of XYZ Pension Plan as of December
31, 19X2 and 19X1, and the related statement of changes in
net assets available for plan benefits for the year ended
December 31, 19X2, and the supplemental schedules of (1)
assets held for investment, (2) transactions in excess of
3 percent of the current value of plan assets, and (3)
investments in loans and fixed income obligations in
default or classified as uncollectible as of or for the
year ended December 31, 19X2. Except as explained in the
following paragraph with respect to the 19X2 financial
statements and supplemental schedules, our examinations
were made in accordance with generally accepted auditing
standards and, accordingly, included such test of the
accounting records and such other auditing procedures as
we considered necessary in the circumstances.
As permitted by Section 2520.103-8 of the Department

5. Additionally, this illustration assumes that information
regarding accumulated plan benefits and changes therein is included
in the notes to the financial statements of net assets available
for plan benefits and changes therein.
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of Labor Rules and Regulations for Reporting and Disclosure
under the Employee Retirement Income Security Act of 1974,
the plan administrator instructed us not to perform, and
we did not perform, any auditing procedures with respect
to the information summarized in Note X, which was certified by the ABC Bank, the trustee of the Plan, except for
comparing the information with the related information
included in the 19X2 financial statements and the supplemental schedules. We have been informed by the plan
administrator that the trustee holds the Plan's investment
assets and executes investment transactions. The plan
administrator has obtained a certification from the
trustee as of and for the year ended December 31, 19X2,
that the information provided to the plan administrator
by the trustee is complete and accurate.
Because of the significance of the information in
the Plan's 19X2 financial statements that we did not
audit, we are unable to, and do not, express an opinion on
the accompanying financial statements and supplemental
schedules as of or for the year ended December 31, 19X2.
The form and content of the information included in the
financial statements and supplemental schedules, other
than that derived from the information certified by the
trustee, has been examined by us and, in our opinion, is
presented in compliance with the Department of Labor's
Rules and Regulations for Reporting and Disclosure under
the Employee Retirement Income Security Act of 1974.
In our opinion, the statement of net assets available
for benefits of XYZ Pension Plan as of December 31, 19X1,
presents fairly the financial status of XYZ Pension Plan
as of December 31, 19X1, in conformity with generally
accepted accounting principles applied on a basis consistent
with that of the preceding year.6
(Firm Name)
May
, 19X3, except for the
fourth paragraph, the date of which is
November
, 19X2.
12-18. Limited-scope examination for multiemployer pension
plan. The following is an example of the auditor's report disclaiming an opinion on the financial statements of a multiemployer
pension plan when the auditor has been unable to apply all the
procedures he considers necessary with regard to participants'
data maintained by the sponsor companies.

6.

See n o t e 5
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To the Board of Trustees of the
XYZ Multiemployer Pension Plan:
We have examined the statements of [identify] of
the XYZ Multiemployer Pension Plan as of December 31,
19X2 and 19X1, and for the years then ended. Except
as explained in the following paragraph, our examinations
were made in accordance with generally accepted auditing
standards and, accordingly, included such tests of the
accounting records and such other auditing procedures
as we considered necessary in the circumstances.
The Plan's records and procedures are not adequate
to assure the completeness of participants' data on
which contributions and benefit payments are determined,
and the Board of Trustees did not engage us to perform,
and we did not perform, any other auditing procedures
with respect to participants' data maintained by the
sponsor companies or individual participants.
Because of the significance of the information
that we did not audit, we are unable to, and do not,
express an opinion on the accompanying financial
statements.
(Firm Name)
(Date)
Reporting on the Financial Statements of a Trust
Established Under a Plan
12-19. Under both FASB Statement No. 35 and ERISA, the
reporting entity is the employee benefit plan. However, the plan
administrator may engage an independent auditor to report on
the financial statements of a trust established under the plan.
Users of the financial statements of the trust may not be aware
of the distinction between the trust and the plan. Therefore,
when reporting on such a trust, the auditor's report should
explain that the financial statements of the trust do not purport
to present the financial status or changes in financial status of
the plan in accordance with generally accepted accounting principles and that the financial statements do not purport to
satisfy the DOL reporting and disclosure requirements. The
following is an example of the auditor's report on the financial
statements of a trust established under an employee benefit plan.

To the Board of Trustees
of the ABC Pension Trust:
We have examined the statement of net assets of
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the ABC Pension Trust as of December 31, 19X2, and the
related statement of changes in net assets and trust
balance for the year then ended. Our examination was
made in accordance with generally accepted auditing
standards and, accordingly, included such tests of
the accounting records and such other auditing procedures as we considered necessary in the circumstances.
The accompanying statements are those of the ABC
Pension Trust, which is established under the XYZ Pension
Plan; the statements do not purport to present the financial status of the XYZ Pension Plan. The statements do
not contain certain information on accumulated plan
benefits and other disclosures necessary for a fair
presentation of the financial status of XYZ Pension
Plan in conformity with generally accepted accounting
principles. Furthermore, these statements do not purport
to satisfy the Department of Labor reporting and disclosure
requirements relating to the financial statements of
employee benefit plans.
In our opinion, the financial statements referred
to above present fairly the net assets of ABC Pension
Trust as of December 31, 19X2, and the changes in its net
assets and trust balance for the year then ended in
conformity with generally accepted accounting principles
applied on a basis consistent with that of the preceding
year.
(Firm Name)
(Date)
Nonreadily Marketable Investments - Depature from GAAP
12-20. ERISA defines current value as "fair market value
where available and otherwise the fair value as determined in
good faith by a trustee or a named fiduciary." Investments for
which fair market value may not be readily determinable include
securities that are not readily marketable, private debt
placements, and real estate investments (see paragraphs 2-6 to
2-8).
12-21. If the auditor's examination discloses that the
valuation procedures followed by the plan are inadequate or
unreasonable, or if the underlying documentation does not appear
to support the valuation, the auditor should qualify his opinion
because of the departure from generally accepted accounting
principles. Accordingly, an "except for" or adverse opinion
would be appropriate. The following is an example of the explanatory paragraph and opinion paragraph of an auditor's report
qualified because of inadequate procedures to value investments.
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As discussed in Note X, investments amounting to $
(
percent of net assets available for benefits) as of
December 31, 19X2, have been valued at fair value as
determined by the Board of Trustees. We have reviewed
the procedures applied by the trustees in valuing the
securities and have inspected the underlying documentation.
In our opinion, those procedures do not appear to be
adequate to determine the fair value of the investments.7
In our opinion, except for the effects, if any, on
the financial statements of the procedures used by the
Board of Trustees to determine the valuation of
investments, as described in the preceding paragraph,
the financial statements referred to above present
fairly the financial status of XYZ Pension Plan as of
December 31, 19X2, and the changes in its financial
status for the year then ended in conformity with
generally accepted accounting principles applied on a
basis consistent with that of the preceding year.
Our examination was made for the purpose of forming
an opinion on the financial statements taken as a
whole. The additional information presented in supplemental schedules of (1) assets held for investment, (2)
transactions in excess of 3 percent of the current value of
plan assets, and (3) investments in loans and fixed
income obligations in default or classified as uncollectible as of or for the year ended December 31, 19X2, is
presented for purposes of complying with the Department
of Labor Rules and Regulations for Reporting and
Disclsoure under the Employee Retirement Income Security
Act of 1974 and is not a required part of the basic
financial statements. That additional information has
been subjected to the auditing procedures applied in
the examination of the basic financial statements for
the year ended December 31, 19X2; and, in our opinion,
except for the effects, if any, of the valuation of
investments, as described above, the additional information is fairly stated in all material respects in
relation to the basic financial statements taken as a
whole.

7. If the note to the financial statements does not discuss
the effect of the departure from generally accepted accounting
principles, a sentence such as the following should be added at
the end of this paragraph: "The effect, if any, on the financial
statements and supplemental schedules of not applying adequate
procedures to determine the fair value of the securities is not
determinable."
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Reference to the Work of Other Auditors
12-22. Throughout this guide, circumstances are discussed
in which the plan auditor may use the work of another auditor.
For example, the plan auditor may use the report of the independent
auditor of a common or commingled trust fund or a separate account
to satisfy himself regarding significant amounts of the plan's
assets, and he may use the single-auditor's report on his review
of a third party's system of internal accounting control relating
to significant amounts of the plan's assets. Although the
amount of the plan's assets covered by the other auditor's
report or relating to the internal accounting controls covered
by the single-auditor's report may be material in relation to
the net assets of the plan, the plan auditor would ordinarily
be the principal auditor. Since the plan auditor performs
procedures with respect to investments, contributions, benefit
payments, plan obligations, participants' data, and other elements
of the financial statements, the plan auditor is ordinarily the
only auditor in a position to express an opinion on the plan's
financial statements. Ordinarily, the work of the other auditor
is used by the plan auditor as competent evidential matter regarding the value of certain investments or internal accounting
controls relating to plan investments, and the plan auditor
ordinarily need not refer to the other auditor in his report. AU
sections 332 and 543 provide guidance on the principal auditor's
decision to refer to other auditors.
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APPENDIX A
ERISA AND RELATED REGULATIONS

A-l. The primary purpose of the Employee Retirement
Income Security Act of 1974 (ERISA) is to protect the interests
of workers who participate in employee benefit plans and their
beneficiaries. ERISA seeks to attain that objective by requiring
financial reporting to government agencies and disclosure to
participants and beneficiaries, by establishing standards of
conduct for plan fiduciaries, and by providing appropriate
remedies, sanctions, and access to the Federal courts. Another
objective of ERISA is to improve the soundness of employee
benefit plans by requiring plans (a) to vest the accrued benefits
of employees with significant periods of service, (b) to meet
minimum standards of funding, and (c) with respect to defined
benefit pension plans, to subscribe to plan termination insurance
through the Pension Benefit Guaranty Corporation (PBGC).
A-2. ERISA was designed to replace all provisions of
the Welfare and Pension Plans Disclosure Act of 1958, based
on implementation in various phases through 1984. ERISA amended
certain sections of the IRC and generally preempted state laws
that related to employee benefit plans.
A-3. The following description is intended to enable the
auditor to familiarize himself with some of ERISA's more important provisions. This summary is not intended to serve as a
substitute for the entire Act or the advice of legal counsel.
Also, changes in the statute and related regulations subsequent
to publication of this guide should be considered.
Coverage
A-4. ERISA generally applies to employee benefit plans that
are qualified under the IRC or established or maintained by plan
sponsors engaged in interstate commerce or in any industry or
activity affecting interstate commerce. Most aspects of ERISA do
not apply to the following:
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a.

Governmental plans, including those of state and local
governments.

b.

Church plans, unless the plan has made a voluntary election to
be covered.

c.

Plans established and maintained solely for the purpose of
complying with applicable workers' compensation, unemployment
compensation, or disability insurance laws.

d.

Plans maintained outside the United States primarily for
nonresident aliens.

e.

Unfunded excess benefit plans.

Certain of the foregoing plans, if "qualified" under the IRC, are
required to file annual reports with the IRS. For example,
certain governmental plans and church plans are required to file
Form 5500 series reports.
Participation Standards (ERISA Section 202)
A-5. ERISA generally provides that a pension plan
cannot exclude an employee from participation because of age
or service if he has completed one year of service and is at
least 25 years old.1 However, a pension plan may defer participation until attainment of age 25 and three years of service,
provided that benefits vest 100 percent thereafter. In addition,
ERISA provides that an individual may not be denied the right to
participate in a defined benefit pension plan or a target benefit
pension plan on the basis of having attained a specified age
unless he is first employed by the plan sponsor within five
years of the normal retirement age under the plan.
Vesting Standards (ERISA Section 203)
A-6. Pension plan participants' rights to accrued benefits
from their own contributions are nonforfeitable. In addition,
pension plans must provide that employees' rights to accrued
benefits from employer contributions vest in a manner that equals
or exceeds any one of three alternative schedules:
a.

Graded vesting of accrued benefits, with at least 25 percent
vesting after five years of service, at least 5 percent each
year thereafter for five years, and 10 percent each year after
that, so that the employee's accrued benefit would be 100

1. Pension plans are broadly defined in ERISA to include both
defined benefit and defined contribution plans.
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percent vested after 15 years.
b.

One hundred percent vesting of accrued benefits after ten
years of service, with no vesting required before the end of
the ten-year period.

c.

A "rule of 45," under which accrued benefits of an employee
with five or more years of service must be at least 50
percent vested when the sum of his age and service equals 45,
with 10 percent additional vesting for each year of service
thereafter, provided that a participant with ten years of
service must be at least 50 percent vested and an additional
10 percent must vest for each additional year of service.
Under the "rule of 45," years of service completed by a
participant before the age of 22 must be considered (unless
the person was not a plan participant before age 22).

A-7. A special minimum vesting schedule applies to certain
defined contibution plans referred to as "class-year plans."
Those plans must provide 100 percent vesting of benefits derived
from employer contributions within five years after the end of the
plan year for which any contribution was made.
A-8. In some instances, the IRS may require more stringent
vesting standards, particularly if it believes that the vesting
schedule of a plan tends to favor highly compensated employees or
officials of a company (IRC Section 411(d)). In those instances,
the IRS may require more rapid vesting; for example, 40 percent
vesting after four years of service, 5 percent vesting for each of
the next two years, and 10 percent vesting for each of the next
five years, resulting in 100 percent vesting after eleven years of
service (Rev. Proc. 75-49 and 76-1). (Proposed regulation 1.411(d)-l
should also be noted in that it proposes possibly stricter vesting
standards for certain plans.)
A-9. For computation of years of service as they relate to
an employee's vesting rights, a year is defined in ERISA as a
12-month period during which the participant has completed
at least 1,000 hours of service (ERISA Section 203(b)(2)).
Regulations that refine that definition are complex. In addition,
special provisions are made for a participant's breaks in service.
A-10. Sufficient records must be maintained to determine an
employee's benefits. ERISA Section 105 requires that the plan
administrator, on request, furnish to participants and beneficiaries under the plan the latest information available about
their total benefits accrued and the nonforfeitable benefits, if
any, that have accrued or the earliest date on which benefits will
become nonforfeitable.
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Minimum Funding Standards (ERISA Sections 301 to 306)
A-ll. ERISA requires that plans subject to the minimum
funding standards maintain an account, called the "funding
standard account" (FSA). This account is a memorandum account
maintained for tax qualification purposes, and it is not included
in the plan's financial statements. Defined benefit pension
plans are required to maintain an FSA. Certain defined contribution plans (that is, money-purchase and target-benefit plans)
must maintain FSAs, but on a more limited basis. The FSA is
used to determine compliance with minimum funding standards set
forth in ERISA.
A-12. For most defined benefit plans, the sponsor's annual
contribution to the plan must be sufficient to cover the normal
cost for the period, annual interest on unfunded amounts, amortization of past service liability, increases or decreases in past
service liability resulting from plan amendments, and experience
gains or losses and actuarial gains or losses from changes in
actuarial assumptions.
A-13. An accumulated funding deficiency is the excess
of total charges (required contributions) to the FSA for all plan
years (beginning with the first plan year when- the funding standards are applicable) over total credits (actual contributions) to
the account for those years. Accumulated funding deficiencies, in
the absence of a waiver, may result in an excise tax payable by
the plan sponsor for failure to meet the minimum funding standards
and in possible action by the IRS to enforce the standards. If
there is a deficiency in the FSA at the end of the plan's year,
the auditor should consider whether a receivable from the employer
company should be reflected in the plan's financial statements.
(See chapter 8 for a discussion of contributions receivable.)
A-14. The Secretary of the Treasury may waive all or
part of the minimum funding requirements for a plan year in
which the minimum funding standard cannot be met without imposing
substantial business hardship on the employer(s). However, that
waiver is issued only if failure to do so would be adverse to the
participants' interests. The Secretary determines whether a
substantial hardship would occur on the basis of various factors,
including certain facts stated in ERISA (Section 303). This may
not necessarily eliminate the plan's need to record a contribution
receivable (see paragraph 2-11).
Reporting and Disclosure (ERISA Sections 101 to 111 and
1031 to 1034)
A-15. ERISA requires that various reports be prepared
and filed with the IRS and that others be furnished to plan
participants and beneficiaries, the DOL, and the PBGC. The plan
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administrator is required to file with the DOL an initial plan
description and summary of the description, supplemented by
amended descriptions. Most plans must file an annual report
that includes financial statements and schedules, an actuarial
statement (for defined benefit pension plans) certified by
an enrolled actuary, and other information with the IRS, which
provides a copy to the DOL.
A-16. Participants and beneficiaries are to receive
summary plan description and a summary annual report from
plan. Participants and beneficiaries are entitled, under
Section 105, to receive on request a statement containing
benefit information.

the
the
ERISA
certain

Annual Report
A-17. The report of most significance to the auditor
is the annual report. For plans with 100 or more participants
at the beginning of the plan year, the annual report (Form
5500) must contain, with certain exceptions (see paragraphs
A-27 and A-28), financial statements, separate schedules, notes
required for a full and fair presentation, and an independent
public accountant's report.
A-18. To avoid "duplicative" reporting and disclosure
requirements of ERISA and to "provide a clearer portrayal of
the financial activity and status of employee benefit plans," the
DOL has issued regulations (Reg. Sec. 2520.103-1) that permit a
limited exemption for health and welfare plans and an alternative
method of compliance for pension plans. As a result, plan administrators have the option of filing their annual reports either
under the provisions of ERISA Section 103 and certain other
regulations or under the limited exemption and alternative method
described in the regulations. Although the requirements of the
alternative method of compliance are clearer than those of ERISA,
the requirements of both filing methods are similar in scope, and
some plans still file under the provisions of ERISA.
A-19. Financial statements required under both methods
are, for pension plans, a statement of assets and liabilities and
a statement of changes in net assets available for plan benefits,
and for health and welfare plans, a statement of assets and
liabilities, a statement of changes in fund balance, and a statement of changes in financial position. The defined benefit
pension plan financial statements required by FASB Statement No.
35 are acceptable to the DOL. Notes to the financial statements
that should be "considered" under ERISA but "shall" be included
under the alternative method are the following:
a.

A description of the plan, including significant changes in
the plan and the effect of the change on benefits.
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b.

The funding policy and changes in funding policy (for pension
plans only).

c.

A description of material lease commitments and other commitments and contingent liabilities.

d.

A description of any agreements and transactions with persons
known to be parties in interest.2

e.

A general description of priorities in the event of plan
termination.

f.

Whether or not a tax ruling or determination letter has been
obtained.

g.

Any other information required for a fair presentation.

A-20. The limited exemption or alternative method also
calls for a description of accounting principles and variances
from generally accepted accounting principles and an explanation of any differences between the separate financial statements and the financial information required on Form 5500. The
following separate schedules are required by the regulations:
a.

Investment assets (one schedule of assets held at plan yearend and one schedule of certain assets acquired and disposed
of within the plan year), showing both cost and fair value or
sales proceeds.

b.

Transactions with parties in interest (excluding any transactions exempted from prohibited transaction rules).

c.

Loans on fixed income obligations in default or uncollectible.

d.

Leases in default or uncollectible.

e.

Reportable transactions.

The reportable transactions schedule should include transactions
that exceed 3 percent of the fair value of plan assets at the
beginning of the year. Reg. Sec. 2520.103-6 defines several
types of reportable transactions, including certain series of
transactions that need to be reported.

2. The exemption from the requirement to report party-ininterest transactions that are exempt from the prohibited transactions rules (see paragraph A-20b) does not apply here.
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A-21. If the plan elects to file under ERISA, two additional
schedules must be included:
a.

Assets and liabilities by category, in comparative form.

b.

Receipts and disbursements, by source or application.

Filing Under ERISA vs. the Limited Exemption or Alternative
Method of Compliance
A-22. In addition to those differences described above,
the limited exemption or alternative method of compliance (referred
to in this guide as the "alternative method") differs from the
requirements of ERISA in several ways. ERISA requires the auditor
to express an opinion on whether the financial statements conform
with generally accepted accounting principles. ERISA and the
alternative method require the auditor to state whether the
examination was conducted in accordance with generally accepted
auditing standards. The alternative method also requires that the
auditor's report disclose any omitted procedures and the reasons
for their omission, identify whether changes in accounting principles are the result of DOL rules, and comply with other requirements.3
Another difference is that under ERISA the schedules
of assets and liabilities and of receipts and disbursements need
to be covered by the auditor's report, while under the alternative
method those items need not be covered, unless they are intended
to serve as the required financial statements. Under the alternative method, the statement of assets and liabilities is to be
presented at fair value and in comparative form showing the prior
year's figures. ERISA is silent about the valuation method and
requires data only for the current year.
Filings for Group Insurance Arrangements
A-23. If a trust or other entity is the holder of insurance
contracts under a group health and welfare benefits insurance
arrangement, and if that trust or other entity files an annual
report (Form 5500) with the DOL, the individual health and welfare
plans need not file annual reports. To relieve the individual
plans of the responsibility for filing an annual report under
ERISA or the limited exemption, the trust or other entity must
file an annual report containing the information described in
paragraphs A-19 (excluding subparagraph f) and A-20, as well as
the information described in paragraph A-24).

3. The other requirements are that the report be dated and
manually signed, that it indicate the city and state where it is
issued, and that it identify (without necessarily enumerating) the
statements and schedules covered.
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Investments in Common or Commingled Trust Funds or Pooled
Separate Accounts (Reg. Sec. 2520.103-3, -4, and -9)
A-24. If a plan has assets invested in a common or commingled
trust fund or in a pooled separate account maintained by a bank,
a similar institution, or an insurance carrier (which is regulated,
supervised, and subject to periodic examination by a state or
federal agency), then the plan's financial statements need not
include any information regarding individual transactions of the
fund or account. Required information may be reflected only in
terms of units of participation in that fund or account. The
annual report of a plan with those investments is required to
include a statement of assets and liabilities of the common or
commingled trust fund or pooled separate account for the fiscal
year of the fund or account that ends within the plan year for
which the annual report is filed. When the bank or insurance
company files those financial statements directly with the DOL
(and meets certain requirements), the plan's annual report is
required to include the employer identification number of the
fund or account and a certification that the plan has received a
copy of that financial statement.
A-25. The explanation to the regulations states that
the annual reporting exemption outlined above does not apply
to situations in which assets of more than one plan maintained
by a single employer or by members of a controlled group of
corporations are held in a single fund by a bank (referred
to as a "master trust").
Information Certified by Bank or Insurance Company
A-26. Regulations concerning annual report filings state
that a plan whose assets are held by a bank or similar institution
or by an insurance carrier (as described above) is not required to
have its auditor extend his examination to any statements or
information certified by that institution (Reg. Sec. 2520.103-8).4
A plan may elect to restrict the scope of the auditor's examination in this manner regardless of the method of filing. See
paragraphs 12-15 to 12-17 for a discussion of the type of auditor's
report when the scope of the auditor's examination is so restricted.
Exceptions
A-27.

Plans with fewer than 100 participants at the beginning

4. This limitation on the scope of an auditor's examination
applies to plans sponsored by a "regulated" bank or insurance
carrier for its own employees, as well as to plans of unrelated
parties.
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of the plan year need not engage an independent public accountant to
examine and report on financial information (Reg. Sec. 2520.104-46).
Such plans file Form 5500-C. Keogh plans with fewer than 100
participants and at least one owner-employee participant file Form
5500-K (Reg. Sec. 2520.104-41).
A-28. Certain insured plans are exempt from some reporting
and disclosure requirements. For example, a pension plan need
not file financial statements and separate schedules or engage
an independent public accountant to perform an audit if it is
funded exclusively through allocated insurance contracts, if
benefits are fully guaranteed by the insurance company, if the
premiums are paid directly by the employer or employee organization from its general assets, and if other conditions are met.
Those plans, however, must still file Form 5500 (Reg. Sec.
2520.104-44). Plans funded through unallocated contracts, such
as deposit administration (DA) and immediate participation
guarantee (IPG) contracts, are not exempt from the audit requirement. (See chapter 7 for a discussion of those types of contracts.)
Fiduciary Responsibilities (ERISA Sections 401 to 414)
A-29. ERISA establishes standards for plan investments
and transactions and imposes restrictions and responsibilities
on plan fiduciaries.
A-30. A fiduciary's responsibilities include managing
plan assets solely in the interest of participants and beneficiaries (with the care a prudent man would exercise) and diversifying investments in order to minimize the risk of large losses
unless it is clearly not prudent to do so (ERISA Section 404).
Also, most plans are required to have no more than 10 percent of
the fair market value of the plan assets invested in a combination
of "qualifying employer securities" and "qualifying employer real
property" (see ERISA Section 407, and related DOL regulations for
ten-year phase-in rules).
A-31. A plan fiduciary is prohibited from causing the
plan to engage in certain
transactions with a party in interest
(ERISA Section 406).5 The following transactions between a plan
and a party in interest are generally prohibited (ERISA Section
406):

5. ERISA defines a party in interest generally as any fiduciary
or employee of the plan, any person who provides services to the
plan, an employer whose employees are covered by the plan, an
employee association whose members are covered by the plan, a
person who owns 50 percent or more of such an employer or employee
association, or relatives of a person described above.
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a.

A sale, exchange, or lease of property (except to the extent
allowed - see the preceding paragraph).

b.

A loan or other extension of credit.

c.

The furnishing of goods, services, or facilities, except as
allowed under the Act.

d.

A transfer of plan assets to a party in interest for the use
or benefit of a party in interest.

e.

An acquisition of employer securities or real property (except
to the extent allowed - see preceding paragraph).

A-32. A fiduciary is also generally prohibited from using
the plan assets for his own interest or his own account, acting in
any plan transactions on behalf of a party whose interests are
adverse to those of the plan or its participants, and receiving
consideration for his own account from a party dealing with the
plan in connection with a transaction involving the plan assets.
A-33. ERISA Section 408 allows specific exceptions to
these rules, and the Secretaries of Labor and the Treasury
have granted special exemptions from the prohibited-transaction
rules. For example, ERISA specifies that a fiduciary may receive
reasonable compensation from a plan for his services (unless he is
a full-time employee of the sponsoring employer or employee
organization), reasonable benefits as a plan participant, and
reimbursement for expenses. Other exceptions are described in
ERISA, regulations, and rulings. Advice of legal counsel should
be obtained when investigating a possible prohibited transaction
or other breach of fiduciary duties.
A-34. A fiduciary must make good any losses to the plan
resulting from a breach of fiduciary duty and must return to the
plan any profits he made through the use of plan assets (ERISA
Section 409).
Plan Termination Insurance
A-35. The insurance provisions provided under Title IV
of ERISA generally apply only to qualified pension plans but not
to most defined contribution plans (ERISA Section 4021). ERISA
limits the maximum PBGC guarantee of pension benefits to the
lesser of (a) 100 percent of the average monthly wages paid to the
participant during his highest five years of participation or
(b) $750 per month initially, adjusted upward as the social
security wage base increases. A phase-in rule for new plans and
amendments to existing plans allows full coverage by the PBCG
after five years (ERISA Section 4022).
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A-36. In order to fund the activities of the PBGC, plan
administrators are required to make annual premium payments based
on the number of participants in the plan. Annual premium levels
are revised periodically based on PBGC experience (ERISA Section
4006).
A-37. Special requirements for reporting to the PBGC apply
when a plan intends to terminate its activities (ERISA Section
4041) or when a "reportable event" occurs (ERISA Section 4043).
When a plan is terminated, the sponsor may be liable to the
PBGC for any or all payments made by the PBGC.
Administration and Enforcement (ERISA Sections 501 to 514)
A-38. Responsibility for administration of ERISA and enforcement of its provisions rests jointly with the IRS and the DOL.
Both agencies are empowered to bring suit in federal court in
civil or criminal actions.
A-39. Failure to meet ERISA's requirements can result
in the imposition of substantial fines, excise taxes, and other
penalties, including possible loss of tax-exempt status. Although
ERISA states that the plan is subject to certain of the penalties,
the penalties are likely to fall not on the plan but on the
sponsoring employer because Congress, in formulating ERISA, sought
to protect plan assets for participants and their beneficiaries,
not to protect employers from liability.
State Regulation of Employee Benefit Plans
A-40. ERISA was enacted with the intent of superseding
all state laws affecting employee benefit plans that are subject
to ERISA (Section 514). Thus, plans subject to the reporting,
disclosure, fiduciary responsibility, eligibility, vesting,
funding, and plan termination provisions of ERISA are not subject
to state or local regulation of those aspects of plan operations.
The preemption, however, would not extend to generally applicable
criminal statutes or laws regulating insurance, banking, or
securities.
A-41. Plans not covered by ERISA may be subject to regulation by various governmental units. Most public employee benefit
plans are established pursuant to enabling legislation. Such
legislation frequently prescribes standards for the operation of
the plan and designates a governmental agency to regulate various
aspects of the plan's operations. Plans established by local
governmental units may be subject to both state and local requirements. Compliance requirements vary from state to state and among
the various jurisdictions within a state, and the auditor should
be familiar with the applicable laws and regulations.
-95-

APPENDIX B
ACTUARIAL CONCEPTS AND TECHNIQUES

B-l. Enrolled actuaries are engaged by plan administrators on
behalf of plan participants to compute various valuations.
Calculations are made to determine the actuarial present value of
plan benefits required to be disclosed by FASB Statement No. 35
and contribution levels and funding. Certain health and welfare
benefit plans obtain actuarial valuations to value claims incurred
but not reported and claims reported but not paid. This appendix
discusses actuarial valuations as they relate to the determination
of contribution levels and funding of defined benefit pension
plans. FASB Statement No. 35 specifies the actuarial method and
describes the principal actuarial assumptions used in determining
the actuarial present value of accumulated plan benefits, and it
provides an illustration of the measurement of accumulated plan
benefits of a defined benefit pension plan. The method specified
by FASB Statement No. 35 differs from actuarial cost methods used
to determine contribution levels and funding.
Elements of an Actuarial Valuation
B-2. An actuarial valuation of a pension plan sponsor's
current contribution is a function of seven elements:
•

Actuarial cost method.

•

Actuarial assumptions.

•

Asset valuation method.

•

Procedure for amortizing experience gains and losses.

•

Amortization period for unfunded past service
liabilities.

•

Plan provisions.

•

Covered employees.
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This appendix describes the first three elements and how they are
used in actuarial valuations for purposes of determining contribution levels and funding.
Actuarial Cost Methods
B-3. An actuarial cost method is a mathematical means
for assigning pension benefit costs to accounting periods.
The benefit costs developed are the results of the application
of mathematical formulae. The most common actuarial cost methods
in use today are
•

Accrued benefit (unit credit) cost method.

•

Entry age normal cost method.

•

Frozen initial liability cost method.

•

Attained age normal cost method.

•

Aggregate cost method.

B-4. Accrued benefit (unit credit) cost method. The accrued
benefit cost method assigns a benefit unit to each year of service.
The actuarial present value is computed for the benefit unit
earned by each covered employee. The normal cost is the actuarial
present value of the benefit unit earned during the year, that is,
the life annuity value of the benefit unit payable at retirement
adjusted for the probablity that the employee will reach retirement
age and discounted back from retirement at the valuation rate of
interest. The past service liability under this method is the
actuarial value of the benefit units earned prior to the date of
the valuation.
B-5. Entry age normal cost method. This method expresses
the normal cost as a uniform percentage of each employee's
earnings from his entry in service (or into the plan) until his
retirement. This is compatible with the idea that the cost of
the pension plan should be accrued in an orderly manner over
the employee's service. The past service liability is the
actuarial value of all normal cost amounts accrued prior to the
date of the valuation; it is determined at each valuation date.
B-6. Frozen initial liability cost method. This method
is a modification of the entry age normal cost method under
which the past service liability is determined as of a certain
date and then "frozen," to be funded over a number of future
years. All plan experience after this date, even that which
affects benefits earned prior to the "frozen" date, is reflected
over the future working careers of employees and, thus, in the
normal cost.
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B-7. Attained age normal cost method. This method is a
combination of the above methods. The past service liability is
calculated as of a certain date under the accrued benefit cost
method and then "frozen." The normal cost is then determined as
the level percentage of earnings required in each future year
to fund the plan benefits not included in the frozen past
service liability.
B-8. Aggregate cost method. This method is similar to
the entry age normal and the frozen initial liability methods
in that the normal cost is a level percentage of an employee's
earnings over his working career. However, it differs in that
it does not determine a separate past service liabiltiy. All
plan benefits, both past and future, that have not yet been
funded are assumed to be met by future normal cost combinations.
Comparison of Actuarial Cost Methods
B-9. It is useful to compare the above methods in terms of
two important characteristics: (1) the amount of cumulative
contributions calculated under the method and (2) the stability of
year-to-year contributions. These two characteristics generally
operate in opposition to one another. For example, the accrued
benefit cost method usually produces the smallest cumulative
contribution at a given time and has the greatest likelihood of
producing rapidly increasing contributions from year to year. The
aggregate cost method usually produces the largest amount of
cumulative contribution and has the most stable pattern of future
contributions. The other three methods rank between these two.
As a rough guideline, one could rank the five methods as shown
below with "1" indicating the method producing the smallest
cumulative contribution at a given time and the least stable
pattern of year-to-year contributions and "5" indicating the
method producing the largest cumulative contribution and the most
stable pattern of year-to-year contributions.
Amount of Cumulative
Contributions
Accrued benefit
Entry age normal
Frozen initial liability
Attained age normal
Aggregate cost

1
2
3
4
5

Stability of
Contributions
1
4
3
2
5

Asset Valuation Methods
B-10. Substantial fluctuations in the market value of
stocks and bonds have led to the use of asset valuation methods to
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determine the amount of assets to reflect in an actuarial valuation
for purposes of determining contribution levels and funding.
Comparison of this asset value to the accrued benefits of the plan
determines the amount that will have to be funded over the future
years of the plan's operations. While the main purpose of an
asset valuation method is to smooth the year-to-year fluctuations
of stocks and other plan assets, ERISA requires that the value of
assets used must be reasonably close to fair market value.
IRS regulations on acceptable methods require the asset value to
be between 80 percent and 120 percent of market value each year.
B-11. There are a number of asset valuation methods in
use today, and the following are some of the more common:
•

Moving average of market values

•

Long range yield

•

Averages of book and market values

B-12. Moving average of market values. These methods
usually reflect the income and outgo of the fund each year as
they occur and spread over four to six years the realized and
unrealized appreciation and depreciation occurring each year.
These follow the market value of the fund closely but can produce
year-to-year fluctuations.
B-13. Long range yield. These methods assume that the
actuarial value of the fund will grow each year at a certain
investment rate, usually the investment return rate assumed in
the actuarial valuation. These methods will produce very stable
asset values, but continuing deviations of the fund's actual
return from the yield used in the calculations will produce asset
values out of line with current market values.
B-14. Averages of book and market values. Because of the
common use of the book value of funds prior to ERISA, some
asset valuation methods average book and market values of assets
to provide a transition from prior asset values.
Actuarial Assumptions
B-15. Actuarial assumptions represent an estimate
of future events. It follows that one of the few certainties
in an actuarial estimate of pension plan costs and obligations
is the certainty of deviation. Depending on the actuarial cost
method, these deviations from actual experience are recognized
in future years as actuarial gains and losses.
B-16. The selection of a set of actuarial assumptions
involves the exercise of actuarial judgment. One essential
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characteristic of a satisfactory set of actuarial assumptions
is that the combination of assumptions should treat expected
future events in a consistent manner. For example, if inflationary
forces are recognized in setting assumed salary scales, those same
inflationary forces should be recognized in developing an investment return assumption. Although the actuary must make many
assumptions about the future characteristics of the employees
covered by the plan and the benefits they may be entitled to under
the plan, the most important assumptions are the following:
•

Investment return

•

Salary increases

•

Social Security

•

Termination of employment

•

Mortality

•

Retirement dates

•

Disability

B-17. Investment return. The rate of investment return
used to discount the future payments under the plan is the
single most important actuarial assumption. It reflects the
investment return expected from the fund as well as realized and
unrealized expected appreciation.
B-18. Salary increases. Since most pension benefits are
based on levels of earnings received by employees in future
years, it is necessary to make assumptions about how much each
employee's pay will increase. The rates of salary increases
assumed should reflect merit, seniority, productivity, inflation,
and other pertinent factors.
B-19. Social Security. When pension plan benefits are
dependent on future Social Security benefits, assumptions have
to be made about the cost-of-living and national earnings
figures that will affect Social Security benefits. The economic
bases underlying these assumptions should be consistent with
those underlying the investment return and salary increase
assumptions.
B-20. Termination rates. Past experience and expectations
about the future work force, industry, and economic conditions
are used to predict how many employees will terminate before
retirement and thus forfeit part or all of their pension
benefits.
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B-21. Mortality. Actuaries use one of several common
mortality tables to make assumptions about the future mortality
experience of covered employees. The assumed mortality rate
estimates how many employees will die before receiving plan
benefits, how long employees will live once they start receiving
benefits, and what death benefits will become payable to spouses
and beneficiaries of employees.
B-22. Retirement dates. Although many employees retire
at a plan's normal retirement age (for example, age 65), it
will be necessary to make assumptions about how many employees
will retire early and, with the raising of the legal mandatory
retirement age in the United States to age 70, how many will
retire after the normal retirement age.
B-23. Disability. When a plan provides disability benefits,
it is necessary to assume how many employees will become disabled
and how long they will remain disabled.
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APPENDIX C
ILLUSTRATIONS OF SPECIFIC OBJECTIVES AND SELECTED
CONTROL PROCEDURES AND TECHNIQUES FOR EMPLOYEE BENEFIT PLANS

C-1. This appendix provides examples of specific internal
accounting control objectives and selected control procedures and
techniques for employee benefit plans. Its purpose is to illustrate the approach to the auditor's study and evaluation of
internal accounting control. The illustrations are not intended
to be all-inclusive or to suggest the specific objectives or
control procedures and techniques that should be adopted by
employee benefit plans. Some of the specific objectives may not
be relevant to particular plans because of the type of plan or
the absence of certain types of transactions. Certain plans
may use a bank trust department or insurance company to provide
a measure of control over invested assets, and as described in
chapter 7, the plan auditor may decide to use the report on
internal accounting control issued by the bank's or the insurance
company's independent auditor.
C-2. The illustrations are arranged by the two broad objectives of reliability of financial records and safeguarding of
assets as they relate to the various functions of employee
benefit plans. These classifications may be useful in the
evaluation process. Some of the specific objectives may serve
to achieve more than one broad objective. Duplications in the
illustrative objectives have been avoided, and the classifications are of secondary importance.
C-3. Many of the illustrative procedures and techniques
are premised on the existence of certain essential characteristics of internal accounting control. To avoid needless duplication, these characteristics (for example, segregation of duties,
documentation, training, supervision and review, and timeliness of
procedures) have not been emphasized in the illustrations.
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INVESTMENTS
Reliability of Financial Records
Examples of Selected Control
Procedures and Techniques

Specific Objectives
•

•

•

Investment transactions are
recorded at the appropriate
amount and in the appropriate
period on a timely basis.

Investment income and expenses
are recorded at the appropriate
amount and in the appropriate
period on a timely basis.

Investments (other than contracts with insurance companies)
are measured at fair value.

•

Reports submitted by trustee or
investment manager are reviewed.

•

Detailed subsidiary records are
reconciled to the general ledger
on a regular basis.

•

Report of trustee's independent
auditor is reviewed.

•

Commissions and management fees
are reviewed for reasonableness.

•

Interest and dividends are
reviewed for accuracy by reference
to reliable sources.

•

Quotation sources and appraisal
reports are compared with recorded
values.
Valuation methods are documented
in the trust agreement or plan
committee minutes.
Basis for "good faith" estimates
is documented.
"Good faith" estimates are
approved by plan committee.

•

Premiums and interest relating
to insurance contracts are
recorded at the appropriate
amount and in the appropriate
period on a timely basis.

•

Premium statements are compared
with insurance contracts.

•

Interest amount calculation is
tested.

•

List of current participants
is reviewed.
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INVESTMENTS
Safeguarding of Assets
Examples of Selected Control
Procedures and Techniques

Specific Objectives
•

•

•

•

Investment criteria and
objectives are authorized,
and investment strategies
are executed in accordance
with formal authorizations,

Investment assets are protected
from loss or misappropriation.

Insurance companies can
meet obligations under
insurance contracts.

For deposits with insurance
companies, terms of insurance
contracts are authorized.
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•

Investment criteria or objectives are documented in the
plan instrument or plan committee minutes.

•

Authority to execute transactions
is specified in the plan instrument or plan committee minutes.

•

Investment transactions are reviewed for adherence to criteria
and objectives by plan committee.

•

Responsibility for investment
decisions and transactions i s
segregated from custodian's
functions.

•

Securities periodically are
physically counted on a surprise basis.

•

Written-off investments are
reviewed for possible appreciation.

•

Documents are controlled in a
limited-access, fireproof area.

•

Securities are registered in the
plan's name.

•

Securities held by independent
custodians are confirmed.

•

Financial statements of insurance
companies are reviewed.

•

Rating bureau reports are reviewed.

•

Terms are specified in the plan
instrument.

•

Modifications of contracts are
approved by the plan committee.

CONTRIBUTIONS RECEIVED AND RELATED RECEIVABLES
Reliability of Financial Records
Examples of Selected Control
Procedures and Techniques

Specific Objectives
•

•

Amounts of contributions by
employers and participants
meet authorized or required
amounts.

Contributions are recorded at
the appropriate amount and in
the appropriate period on a
timely basis.

•

Contribution requirements or
limitations are described in the
plan instrument or collective
bargaining agreement.

•

Contributions are determined
using approved eligibility lists.

•

Actuary is used to make periodic
valuations and reports.

•

Sponsor or employer payroll records
are compared with contribution
calculations.

•

Initial controls are established
over contribution forms.

•

Clerical accuracy of contribution
forms is checked.

•

Subsidiary contribution records
are reconciled to the general
ledger.

•

Contribution forms are reconciled
to cash receipts ledger and
bank deposits.

•

Control totals for contributions
withheld from participant records
are maintained.

•

Contribution receipts are issued to
participants containing notices
requesting reviews of discrepancies.
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CONTRIBUTIONS RECEIVED AND RELATED RECEIVABLES
Safeguarding of Assets
Examples of Selected Control
Procedures and Techniques

Specific Objectives
•

Access to cash receipts, cash
receipts records, and contribution records is suitably
controlled to prevent or
detect within a timely period
the interception of unrecorded
cash receipts or the abstraction of recorded cash receipts.

•

Cash is independently controlled
upon receipt.

•

Cash receipts are deposited
intact daily.

•

Checks are restrictively
endorsed upon receipt.

•

Responsibility for receiving
and processing contributions is
adequately segregated.

•

Bank accounts are reconciled
monthly.

•

Past-due contributions are
investigated on a timely basis.

BENEFIT PAYMENTS
Reliability of Financial Records
Examples of Selected Control
Procedures and Techniques

Specific Objectives
Benefit payments are recorded
at the appropriate amount and
in the appropriate period On
a timely basis.

•

Benefit calculations supporting
payments are checked for clerical
accuracy.

•

Benefits payable outstanding for
a long period are investigated.

•

Initial controls are established
over benefit applications.

•

Benefit amounts are compared with
plan or insurance company records.

•

Control totals for monthly pension
benefits are maintained.

•

Participants or beneficiaries are
notified of their right to have
denied claims reviewed.
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BENEFIT PAYMENTS
Safeguarding of Assets
Examples of Selected Control
Procedures and Techniques

Specific Objectives
•

•

Benefit payments are determined and authorized in
accordance with the plan
instrument.

Participants' benefit and
cash disbursement records
are controlled to prevent
or detect on a timely basis
unauthorized or duplicate
payments.

•

Changes in participant eligibility are approved by the plan
committee.

•

Eligibility lists are approved.

•

Signed benefit application forms
are used.

•

Benefit applications that provide
for review of eligibility, benefit
amounts, or plan compliance
require approval.

•

Responsibilities for benefit
approval, recording of benefits,
and maintenance of participant
files are adequately segregated.

•

Blank forms are prenumbered and
effectively controlled.

•

Periodic correspondence with
retired beneficiaries is maintained, and correspondence or
benefit payments are returnable
to plan committee if undeliverable.

•

Benefit check endorsements are
compared with signatures in
applicable participant records.

•

Supporting documents are effectively cancelled on payment.
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PARTICIPANTS' DATA AND PLAN OBLIGATIONS
Reliability of Financial Records
Examples of Selected Control
Procedures and Techniques

Specific Objectives

•

•

•

Participant data is properly
recorded on a timely basis.

Actuarial valuation of
accumulated benefits is
determined in accordance
with authorization.

Accumulated benefit amounts
and other a c t u a r i a l l y d e t e r mined information are d e t e r mined periodically and recorded
in the p l a n ' s records at the
appropriate amounts.

•

Enrollment applications are
numerically controlled and are
maintained for future reference.

•

The number of plan participants
is reconciled using enrollment
forms.

•

Subsidiary records are maintained
for participants who are active,
retired, or terminated with vested
benefits.

•

Participants' subsidiary records
are reconciled with general ledger.

•

Participants' data is updated and
reconciled to employer's personnel
and payroll records before being
sent to actuary.

•

Plan committee or responsible
officials discuss basis for
actuarial calculations with the
actuary.

•

Actuarial methods and significant
assumptions are approved by the
plan committee or responsible
officials.

•

Valuation report prepared by an
enrolled actuary is reviewed.

•

P a r t i c i p a n t s ' data in the actuary's
valuation report i s reconciled
with the p a r t i c i p a n t s ' subsidiary
records.
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PARTICIPANTS' DATA AND PLAN OBLIGATIONS
Safeguarding of Assets
Examples of Selected Control
Procedures and Techniques

Specific Objectives
•

•

•

Participant eligibility is
determined in accordance
with authorization.

Employees are notified of
their eligibility.

Access to participants' data
is controlled to prevent
unauthorized changes or
additions.
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•

Eligibility is defined in the
plan instrument.

•

Enrollment applications are
reviewed by the plan committee
or a responsible official.

•

Procedures for identifying and
contacting eligible employees
are established.

•

Employee participation refusals
are retained for future reference.

•

Benefit data is furnished to
participants on written request.

•

Maintenance of participants'
data is segregated from responsibility for benefit approval
or processing.

ADMINISTRATIVE EXPENSES
Reliability of Financial Records
Examples of Selected Control
Procedures and Techniques

Specific Objectives
•

Administrative expenses are
recorded at the appropriate
amount and in the appropriate
period on a timely basis.

•

Expenses are compared to disbursements.

•

If expenses are allocated to more
than one plan, allocation methods
and calculations are reviewed.
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ADMINISTRATIVE EXPENSES
Safeguarding of Assets
Examples of Selected Control
Procedures and Techniques

Specific Objectives
•

•

Types of administrative services
to be offered are authorized.

Access to accounts payable
and cash disbursements records
is controlled to prevent or
detect on a timely basis
unauthorized or duplicate
payments.

•

Administrative services are
described in the plan instrument.

•

Expenses are approved by a
responsible official.

•

Responsibilities for expense
approval and processing are
adequately segregated.

•

Supporting documents are
effectively cancelled on
payment.

-113-

REPORTING
Reliability of Financial Records
Examples of Selected Control
Procedures and Techniques

Specific Objectives
•

•

Accounting records are
maintained in sufficient
detail to provide for
proper accountability.

Financial statements, actuarial
i n f o r m a t i o n , and d i s c l o s u r e s
a r e p r e p a r e d i n conformity
w i t h management's a u t h o r i z a t i o n .

•

General ledger entries are
supported by subsidiary ledgers.

•

Subsidiary ledgers are reconciled
with the general ledger on a
periodic and timely basis.

•

Procedures are established to
identify required disclosure items,
for example, parties-in-interest
transactions and transactions in
excess of 3 percent of plan assets.

•

Responsibility is assigned for
accumulating information for
disclosure in accordance with the
rules and regulations of appropriate authorities.

•

Responsibility is assigned for
review of all financial reports
and filings.

•

Procedures are established for
preparation and presentation of
financial information.

•

Written representations on financial matters are obtained from
actuaries, banks, insurance companies, and others.

•

Plan committee reviews presentation of, and disclosures in,
financial reports.

•

Journal entries made are
authorized.

•

Journal entries are adequately
documented in basic entry ledgers
and are approved by a responsible
official.

•

Accounting policies, including
selections from among alternative
principles, are adopted as
authorized.

•

Responsibility is assigned for
approval of accounting policies,
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REPORTING
Safeguarding of Assets
Examples of Selected Control
Procedures and Techniques

Specific Objectives
•

Direct and indirect access
to the plan's records is
controlled to protect against
physical hazards and to prevent
or detect unauthorized entries
on a timely basis.

•

Critical forms are prenumbered
and controlled before and
after issuance.

•

Record files are maintained in
a controlled area with a suitable
retention program.

•

Information pertinent to plan
activities is identified and
prepared for analysis.
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APPENDIX D
ACCOUNTING AND REPORTING BY DEFINED BENEFIT PENSION PLANS
[To be added to the final audit guide]
This appendix reproduces the standards of financial
accounting and reporting by defined benefit pension plans
from paragraphs 1 through 30 of FASB Statement No. 35.
These standards are presented for the convenience of
readers of this audit guide. A thorough understanding of
these standards requires a reading of the entire Statement,
including its Appendix B, "Basis for Conclusions," and its
Appendix D, "Illustration of Financial Statements."
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APPENDIX E
GLOSSARY
[To be added to the final audit guide]
This appendix reproduces the glossary from FASB Statement No. 35.
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APPENDIX F
ILLUSTRATION OF FINANCIAL STATEMENTS
[To be added to the final audit guide]
This appendix reproduces the illustration of financial
statements of a defined benefit pension plan from FASB
Statement No. 35. Illustrations of financial statements
of defined contribution plans and health and welfare
benefit plans will be added on completion of chapters 3
and 4 of this audit guide.
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TOPICAL INDEX
[References are to p a r a g r a p h n u m b e r s ]

A c c o u n t i n g Changes
Actuarial assumptions

2-18/19

A c c o u n t i n g P r i n c i p l e s - See G e n e r a l l y
Accepted Accounting P r i n c i p l e s
A c c o u n t i n g R e c o r d s - See a l s o
P a r t i c i p a n t s ' Data
Adequacy
5-5/6
Claims r e c o r d s
10-12
ERISA 1 - 2 6 , A-10
Location
1 - 2 6 , 5 - 4 , 6 - 2 , 7-5
Types
1-25/26
Accrual Basis

2-4

Accrued B e n e f i t
B-9

Cost Method

B-4,

Accumulated P l a n B e n e f i t s
Actuaries
10-18/23
Auditing objectives
10-15
Auditing procedures
10-20
Benefit information date
2-14,
1 0 - 3 , 1 0 - 1 6 / 1 7 , 12-3
Changes i n a c c u m u l a t e d p l a n
benefits
2-18
Classification
2-17
Estimates
10-17
Inadequate disclosure
12-14
Measurement
2-15/16
Modified cash b a s i s
12-13/14
O b j e c t i v e s of f i n a n c i a l s t a t e ments
2-2
Participants' data
1 0 - 1 , 10-7
Plan l i a b i l i t i e s
2 - 1 2 , 12-3
Presentation
2-5, 2-14/17, 12-3,
12-17
A c t i v e L i f e Fund

7-22/23,

7-25

A c t u a r i a l Assumptions
Auditing procedures
10-19/20
Benefits valuation
2-15/16
Changes
2-18/19
Description
B-15/23
Disclosure
2-19
Plan r e p r e s e n t a t i o n s
11-10

Actuarial Methods
Asset v a l u a t i o n B-10/14
Cost methods 2-16, B-3/9
E x p l i c i t approach 2-16
Actuaries
A c t u a r i a l g a i n s and l o s s e s B-15
Audit planning
5-3
Audit s t a f f
10-18
Auditing o b j e c t i v e s 10-2, 10-19
Auditor's expertise
10-18
Auditor's responsibility
10-19
Confirmation 1 0 - 8 , 1 0 - 2 2 / 2 3 , 10-33
Enrolled a c t u a r i e s
10-20
ERISA r e q u i r e m e n t s A-15
Fees 10-22, 10-33
Funding 8 - 5 , 10-7, B-1/23
Health and w e l f a r e plans 10-13,
10-32/33
Independence 10-19/20
Maintenance of r e c o r d s
1-26
P a r t i c i p a n t s ' d a t a 1 0 - 1 / 8 , 11-10
Qualifications
10-19/20
Report 1 0 - 8 , 10-21/23
Additional Information - See Supplemental Schedules
A d m i n i s t r a t i o n 1-15/24
Accounting records 1-25/26
Assets used in administration
Committees 11-2, 11-8/9

23-

2-7

A d m i n i s t r a t i o n - continued
Committees 11-2, 11-8/9
D e l e g a t i o n of d u t i e s
1-20/23
Fiduciaries
1-20/23
Investments 7-2
Plan i n s t r u m e n t
1-20/21
Trust instrument
1-24
A d m i n i s t r a t i v e Expenses

Attained Age Normal Cost Method
B-7/9
Attorneys
Audit planning 5-3
Lawyer's l e t t e r - See Lawyer's
Letter
Legal expenses 11-2

11-7/8
Auditor
Other auditors - See Other Auditors
Sponsor company auditor 5-2,
10-3, 10-22

A d m i n i s t r a t o r - See Plan A d m i n i s t r a t o r
Adverse Opinion
Inadequate d i s c l o s u r e 12-14
V a l u a t i o n procedures 12-23
Aggregate Cost Method
Allocated Contracts
7-18/19, A-28

Auditor's Report - See Report,
Auditor's

B-8/9
Audits of Employee Health and Welfare Benefit Funds 1-8

2-9, 2-15,

Banks
Certification of investments 5-4,
12-15/17, A-24/26
Common or commingled trusts 7-9
Confirmation 7-7, 11-1
Independent auditor 7-8
Master trusts 7-12

A l t e r n a t i v e Method of Compliance
A-18/22
A u d i t o r ' s r e p o r t A-22
Supplemental schedules A-20/22
Amendments
A c t u a r i a l v a l u a t i o n 10-20
Changes in accumulated plan
benefits
2-18
Disclosure
2-20
Health and w e l f a r e plans 10-33
Plan instrument
1-20
Representations
11-10
Subsequent e v e n t s 11-9
Tax q u a l i f i c a t i o n
11-5
V a l u a t i o n of b e n e f i t s
2-15
A n a l y t i c a l Review

Asset V a l u a t i o n Methods

1-1,

2-14,

Benefit Payments
Accounting records 1-26, A-10
Auditing objectives 9-2
Auditing procedures 7-32, 9-3,
10-15
Defined c o n t r i b u t i o n plans 10-10
D i s c r i m i n a t i o n 11-5
L i m i t a t i o n s 11-5
P a r t i c i p a n t s ' d a t a 10-3/4
Tax s t a t u s
1-11

A-23
B e n e f i t s - See a l s o Accumulated Plan
Benefits
Death and d i s a b i l i t y
2-15
Defined b e n e f i t plans
1-2
Defined c o n t r i b u t i o n plans
1-3
Health and welfare plans
1-4

7-18/19, 7 - 2 2 / 2 3 , 7-25,
7-32

A p p l i c a b i l i t y of Guide

9-2

Benefit Information Date
10-3, 10-16/17, 12-3

7 - 1 1 , 11-9

Annual Report 1 2 - 1 1 , A-4
A l t e r n a t i v e method A-18/22
ERISA 1-9, A-17/21
Form 5500 - See Form 5500
Group i n s u r a n c e arrangements
Annuities

Beneficiaries
Benefit payments

1-5

B-10/14
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Bonding

Comprehensive Basis of Accounting
Audit planning 5-4
Auditor's report
12-12/14

11-10

Cash
Auditing procedures 11-1
Benefit payments 9-3
Contributions 8-3
Cash Basis

Confirmation
Actuary 1 0 - 8 , 1 0 - 2 0 / 2 3 , 10-33
Cash 11-1
C o n t r i b u t i o n s 8 - 3 , 10-26
Defined c o n t r i b u t i o n p l a n s 10-9
Insurance c o n t r a c t s 7 - 3 1 , 11—1
Insurance premiums 10-28
Investments 7 - 7 , 7-36
Loans and mortgages 7-36
P a r t i c i p a n t s ' d a t a 10-6
Units of p a r t i c i p a t i o n
7-11

12-12/14

Census Data - See P a r t i c i p a n t s ' Data
C e r t i f i c a t i o n of Investments
12-15/17, A-24/26

5-4,

Changes, Accounting - See Accounting
Changes

Consistency
Changes i n Accumulated Plan B e n e f i t s
2-18
Changes i n Net A s s e t s
Church P l a n s

5-5

Contingencies
Auditing procedures
11-2/3
Subsequent e v e n t s 11-9
Tax q u a l i f i c a t i o n s t a t u s
11-4

2-13

A-4
Contract Administrators

Claims
Accounting records 1-26, 10-12
Actuarial valuation B-1
Auditing procedures 9-3
Incurred but not reported 10-30
Liabilities 10-29/30
Class-Year Plans

Contributions
Accounting r e c o r d s
1-26
A c t u a r i a l v a l u a t i o n 1 0 - 7 , 10-18
B-1/23
Auditing o b j e c t i v e s
8-2
Auditing procedures
8-3/6
Changes in n e t a s s e t s
2-13
Collection
1-23
Confirmation
10-26
C o n t r i b u t i o n r e p o r t s 10-2, 10-5
C o n t r i b u t o r y p l a n s 1-18, 2-17
Defined b e n e f i t p l a n s 8-5
Defined c o n t r i b u t i o n p l a n s
1-3,
8-6, 10-24/26
Disclosure 2-20
Health and welfare plans
10-31/32
Minimum funding s t a n d a r d s 8 - 1 ,
A-11/14
P a r t i c i p a n t s ' d a t a 1 0 - 3 , 10-5
Receivable 2 - 1 1 , A-13/14
U n c o l l e c t i b l e 2 - 1 1 , 8-2/3
Valuation d a t e 10-3
Voluntary
1-18

A-7

C o l l e c t i v e Bargaining Agreement
Negotiated p l a n s 1-16/17
P a r t i c i p a n t s ' d a t a 1 0 - 1 , 10-5/7
Commitments

1 1 - 2 / 3 , 11-9

Common or Commingled Trust Funds
Auditing o b j e c t i v e s
7-10
Auditing p r o c e d u r e s 7-11
D e s c r i p t i o n 7-9
ERISA A-24/25
P r e s e n t a t i o n 2-10
U n i t s of p a r t i c i p a t i o n A-24
Comparative Statements
12-16/17, A-22

6 - 2 , 11-8

2-14,

Contributory Plans
Compensation - See Wages and S a l a r i e s
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1-18, 2-17

Conventional P l a n s

1-16

Cost-of-Living Increases
C o s t s , Pension
A c t u a r i a l methods
L e t t e r to a c t u a r y
Custodians

5-4,

Department of Labor - continued
Departures from GAAP 12-11, A-20
D i s c l o s u r e r e q u i r e m e n t s A-19/20
ERISA enforcement 1-13, A-38/39
F i l i n g requirements A-15
Form 5500 - See Form 5500
Master t r u s t s A-25
Reporting on compliance 12-10
Supplemental schedules 12-7/10,
A-20/22

2-15

B-3/9
10-22

7-3

Death and D i s a b i l i t y
9 - 3 , B-21, B-23

1-4,

2-15
Deposit A d m i n i s t r a t i o n C o n t r a c t s (DA)
Accounting 2-10, 7-20/21
Auditing procedures
7-32
D e s c r i p t i o n 7-22
Dividends 7-24
ERISA exemptions A-28
Expedience r a t e d c r e d i t s
7-24

Defined Benefit Pension Plans
Accounting and r e p o r t i n g 1-10,
2-1/20
Accumulated plan b e n e f i t s
2 - 1 4 / 1 7 , 10-15/23
A c t u a r i a l methods B-1
Actuaries
10-18/23
Auditor's report
12-3
Contributions
8-5
Definition
1-2
ERISA A-5
P a r t i c i p a n t s ' d a t a 10-7/8
10-15/16

D e s c r i p t i o n of Plan
Determination L e t t e r
A-19
Directed T r u s t s
Auditing procedures
D e s c r i p t i o n 7-3

Defined C o n t r i b u t i o n Plans
A l l o c a t i o n of c o n t r i b u t i o n s
10-24/26
Auditor's report
12-4
B e n e f i t payments 9 - 3 , 10-10
Contributions
8-6
Definition
1-3
ERISA A-5
Forfeitures
1-3, 10-10
Funding s t a n d a r d account A-11
Money-purchase plans 1-3, A-11
P a r t i c i p a n t accounts
1-26,
10-24/26
P a r t i c i p a n t s ' data
10-9/11
PBGC A-35
Plan o b l i g a t i o n s
10-24/26
T a r g e t - b e n e f i t plans A-11
Types of p l a n s
1-3

A-15/16
5-4, 11-5,

7-7

Disclaimer of Opinion
Scope l i m i t a t i o n s - See Scope
Limitations
Supplemental schedules 12-9
Disclosures
Accounting p o l i c i e s
2-19
Accumulated plan b e n e f i t s
12-14
A c t u a r i a l assumptions 2-19
Changes in accumulated b e n e f i t s
2-18
Departures from GAAP 12-11, 12-21,
A-20
DOL r e q u i r e m e n t s A-19/20
ERISA r e q u i r e m e n t s A-15/21
Insurance c o n t r a c t s
7-31
Investments 2-10
Party-in-interest transactions
A-19/20
Prohibited transactions
11-6

Department of Labor
Advisory o p i n i o n s 5-4
A l t e r n a t i v e method A-18/22
C e r t i f i c a t i o n of investments
12-15/17

Discretionary Trusts
Auditing procedures
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7-8

Discretionary Trusts - continued
Description 7-3
Distribution Records

Employee Retirement Income Security
Act of 1974 - continued
Plan instrument
1-20
Pooled s e p a r a t e accounts A-24/25
P r o h i b i t e d t r a n s a c t i o n s 1-26, 1 1 - 6 ,
A-31/34
Regulated p r a c t i c e s
1-12
Regulations 1-13/14
Reporting and d i s c l o s u r e
1-9,
A-15/21
Reporting entity 12-19
State regulation A-2, A-40/41
Supplemental schedules 12-7/10,
A-21
Vesting s t a n d a r d s A-6/10
Years of s e r v i c e A-9

1-26

Dividends
Auditing procedures 7-32
DA contracts 7-24, 7-32
IPG contracts 7-25, 7-32
EDP Services

5-4

Eligibility
Benefit payments 9-3
Contributions
1-18
Defined c o n t r i b u t i o n plans 10-10
I n s u r a n c e premiums 10-28
P a r t i c i p a n t s ' d a t a 1-26, 10-2
P a r t i c i p a t i o n s t a n d a r d s A-5
Plan i n s t r u m e n t
1-20
E l i g i b i l i t y Credits

Employee Stock Ownership Plans
Employer
Audit 10-3, 10-22
Participants' data
Plan sponsor 1-17

10-27, 10-31

Employee Retirement Income Security
Act of 1974 (ERISA)
Accounting r e c o r d s A-10
A c t u a r i a l s t a t e m e n t A-15
A l t e r n a t i v e method A-18/22
Annual r e p o r t 1-9, A-17/21
A p p l i c a b i l i t y of guide
1-5
Audit requirement 7-16, A-27/28
A u d i t o r ' s r e p o r t A-22
Common or commingled t r u s t s
A-24/25
Coverage A-4
Enforcement 1-13, A-38/39
Exceptions A-27/28
Fiduciary's reponsibilities
A-29/34
Governmental p l a n s A-4
Group i n s u r a n c e arrangements A-23
Health and welfare p l a n s A-18
Implementation A-2
Investment a s s e t r e c o r d s
1-26
Investment r e s t r i c t i o n s A-30
Investment v a l u a t i o n A-22
Minimum funding s t a n d a r d s A-11/14
O b j e c t i v e s A-1
P a r t i c i p a t i o n s t a n d a r d s A-5
Parties-in-interest
1-26, A-31
Plan d e s c r i p t i o n A-15/16

Engagement Letter

10-6

5-4

Entry Age Normal Cost Method
B-9
Excise Tax
Expenses

B-5,

A-13, A-39
2-12, 11-7

Experience Fund

7-24, 7-32

Experience Rated Credits
Explicit Approach

7-22, 7-24

2-16

Fair Value
Alternative method A-22
Auditing procedures 7-7
Changes 2-13
Definition 2-6
Disclosure 2-10
FASB Statement No. 35
A c t u a r i a l methods 2-16, B-1
Applicability
1-10
P r i n c i p a l p r o v i s i o n s 2-1/20
Reporting e n t i t y 12-19
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1-3

Funding Standard Account
A-ll/14

Fees
A c t u a r i e s 10-22
A t t o r n e y s 11-2
I n s u r a n c e companies 7 - 2 2 , 7-31/32
T r u s t e e s 1 1 - 8 , A-33
F i d e l i t y Bonding

11-10

Fiduciaries
Breach of d u t i e s 11-6, A-34
Compensation A-33
P r o h i b i t e d t r a n s a c t i o n s 11-6, A-32
R e s p o n s i b i l i t i e s 1-20/23, A-29/34
Financial Statements
Accumulated plan b e n e f i t s
2-14/17
B e n e f i t i n f o r m a t i o n d a t e 2-14,
1 0 - 3 , 1 0 - 1 6 / 1 7 , 12-3
Changes in accumulated b e n e f i t s
2-18
Changes i n n e t a s s e t s
2-13
Comparative s t a t e m e n t s 2-14,
12-16/17, A-22
Defined b e n e f i t p l a n s 2-4
D i s c l o s u r e s 2-19/20
DOL r e q u i r e m e n t s A-19
Employee b e n e f i t t r u s t
12-19
I n t e r i m 11-9
Modified cash b a s i s
12-12/14
Objectives
2-2
P r e s e n t a t i o n 2 - 5 , 1 2 - 3 , 12-17
Reference t o a c t u a r y 10-20
Financial Status
F i r s t Examinations
Foreign Plans

8-5,

Generally Accepted Accounting Principles
Alternative method A-19, A-22
Bases other than GAAP 5-4,
12-11/14
Consistency 5-5
Departures 12-11/14, 12-21, A-20
Good Faith Valuation
Auditor's report 12-20/21
Procedures 2-7/8, 12-21
Government Plans
Group Annuities

1-5, 2-1, A-4, A-41
7-19

Group Insurance Arrangements

A-23

Health and Welfare Benefit Plans
Accounting r e c o r d s
1-26
A c t u a r i e s 1 0 - 3 2 / 3 3 , B-1
Auditor's report
12-5/6
Claims 10-29/30, B-1
Description
1-4
Eligibility credits
10-31
ERISA exemption A-18
Group i n s u r a n c e arrangements A-23
Insurance premiums 10-27/28
P a r t i c i p a n t s ' d a t a 10-12/13
Plan o b l i g a t i o n s
10-27/33

12-3
I l l e g a l Acts
Prohibited transactions

5-4/6

A-4

11-6

Frozen I n i t i a l L i a b i l i t y Cost Method
B-4, B-9

Immediate Participation Guarantee
Contracts (IPG)
Accounting 7-20/21, 7-25
Annuities 7-25, 7-32
Auditing procedures 7-32
Description 7-25
ERISA exemptions A-28
Interest 7-25, 7-32
Presentation 2-10

Funding - See a l s o C o n t r i b u t i o n s
A c t u a r i a l v a l u a t i o n B-1/23
Deficiencies
A-13
Minimum funding s t a n d a r d s A-11/14
Plan instrument
1-20

Income Tax
Disclosure 2-20
Tax benefits 1-11
Tax qualification 1-11, 11-3/5,
11-10, A-ll/14

Forfeitures

1-3,

10-20

Form 5500 2 - 9 , 1 0 - 2 1 , 1 2 - 1 1 , A-4,
A - 1 7 / 2 1 , A-23, A-28
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Inflation

2 - 1 5 , B-16/18

Insurance
Investments in trusts
Life 1-4

7-7

Insurance Companies
Certification of investments 5-4,
12-15/17, A-24/26
Confirmation 10-28, 11-1
Delegation of d u t i e s 1-23/24
Dividends 7-24, 7-32
Fees 7-22, 7-31/32
I n t e r n a l c o n t r o l s 6 - 2 , C-1
Maintenance of r e c o r d s
1-26
Separate accounts 7-26/29
Insurance Contracts
Accounting 7-16/21
Allocated c o n t r a c t s 2 - 9 , 7 - 1 8 / 2 1 ,
A-28
Audit p l a n n i n g 5-4
Audit requirement 7-16, A-23
Auditing o b j e c t i v e s
7-30
Auditing procedures 7-31/34
Contract a d m i n i s t r a t o r s 6 - 2 , 11-8
Deposit a d m i n i s t r a t i o n 7-20, 7-22,
7-32
D i s c l o s u r e 2-20, 7-31
DOL f i l i n g s
A-23
Immediate p a r t i c i p a t i o n g u a r a n t e e
7-20, 7-25
Premiums 10-27/28
P r e s e n t a t i o n 2-9/10
Separate accounts - See Separate
Accounts
Types 7-1
Unallocated c o n t r a c t s 2 - 9 , 7 - 1 8 / 2 1 ,
A-28
Insured Plans
Audit exemption A-28
Audit planning 5-4
Definition
1-19
Health and w e l f a r e plans
12-5
Premiums 10-27/28
I n t e r e s t Rates

I n t e r n a l Accounting Control
Accounting r e c o r d s
1-26
Benefit payments 9-3
Common or commingled t r u s t s
7-11
Compliance t e s t s
6-4/5
Discretionary t r u s t s
7-8
I l l u s t r a t i o n s 6 - 6 , C-1/3
Insurance companies 6 - 2 , C-1
Location of r e c o r d s 5-4
P a r t i c i p a n t s ' d a t a 10-6
Separate accounts 7-33
Single-auditor reports 6-3, 7-8,
7 - 1 1 , 7 - 3 3 , 12-24, C-1
Study and e v a l u a t i o n
6-1/6
T r u s t s 6-2
I n t e r n a l Revenue Code
Qualified plans
1-11
I n t e r n a l Revenue Service
A u t h o r i t y under ERISA 1-13,
A-38/39
C o n t r i b u t i o n a l l o c a t i o n 10-9
Determination l e t t e r 5-4, 1 1 - 5 ,
A-19
Standard or master plans 1-15
Tax qualification 1-11, 11-3/5,
11-10, A-4, A-11/14
Vesting s t a n d a r d s A-6/10
Investment Advisor
11-8

Investments
Accounting r e c o r d s
1-26
Auditing o b j e c t i v e s 7-6, 7-35
Auditing p r o c e d u r e s , g e n e r a l
7-7
Certification
A-24/26
Changes in net assets 2-13
Common or commingled trusts 7-9/11
Confirmation
7-7
Custodians 5-4, 7-3
Employer's securities A-30
Fair value 2-6/8, 7-7, A-22
Good f a i t h v a l u a t i o n 2 - 7 , 12-20/21
Insurance c o n t r a c t s - See Insurance
Contracts
Investment r e t u r n B-13, B-17
Loans and mortgages 7-36
Location 7-5

10-27,

2-16

I n t e r i m F i n a n c i a l Statements

1-23/24, 7 - 2 / 3 ,

11-9
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Investments - continued
Master t r u s t s
7-12/15
Modified cash b a s i s 12-12
O r i g i n a l c o s t 2-6
Ownership 7-6/7
P r e s e n t a t i o n 2-10
Real e s t a t e
7-36
S e p a r a t e accounts 7-26/29, 7-33
Supplemental schedules
A-20/21
Types 7-1
U n c o l l e c t i b l e s A-20
Keogh Plans

Model Plans

1-15

Modified Cash Basis
Money-Purchase Plans
Mortality

12-12/14
1-3, A-11

B-21

Mortgages
Auditing procedures 7-36
Good f a i t h v a l u a t i o n 2-7

A-27

Labor Unions
Multiemployer plans 1-17
Trustees 1-22
Union c o n t r a c t s
10-5/6

Multiemployer Plans
Administration
1-17
C o n t r i b u t i o n s 1 0 - 5 , 10-7
P a r t i c i p a n t s ' d a t a 8-4, 10-6,
10-20, 12-18
Scope l i m i t a t i o n
12-18

Lawyer's Letter

Negotiated Plans

11-2/3, 11-5, 11-9

Leases and Loans in Default

1-26

Net Assets A v a i l a b l e for B e n e f i t s
Assets used in a d m i n i s t r a t i o n 2-7
Changes in n e t a s s e t s
2-13
Contributions receivables
2-11
Insurance c o n t r a c t s
2-9/10,
7-16/21
Investments - See Investments
Liabilities
2-12
P r e s e n t a t i o n 2 - 4 / 5 , 2-10

Liabilities
Contingencies 1 1 - 2 / 4 , 11-9
Defined b e n e f i t plans 2 - 1 2 , 12-3
Eligibility credits
10-31
Health and w e l f a r e plans 10-27
Life I n s u r a n c e

1-16/17

1-4

Limited Exemption - See A l t e r n a t i v e
Method of Compliance

New C l i e n t s

5-4/5

Noncontributory Plans

1-18

Limited Scope - See Scope L i m i t a t i o n s
Litigation

Non-GAAP Basis
Audit planning 5-4
Auditor's report 12-11/14

11-2

Management - See A d m i n i s t r a t i o n
Other Auditors
Audit planning 5-3
Common or Commingled Trusts 7-9,
7-11, 7-14
Discretionary trusts 7-8
Master trusts 7-14
Participants' data 10-6
Reference to others 12-22
Separate accounts 7-33
Single-auditor - See Single-Auditor
Reports

Market Value - See F a i r Value
Master Plans

1-15

Master T r u s t s
Auditing p r o c e d u r e s 7-14/15
D e s c r i p t i o n 7-12
DOL r e p o r t i n g r e q u i r e m e n t s A-25
Minimum Funding Standards
A-11/14

2-20, 8 - 1 ,
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P a r t i c i p a n t Accounts
Accounting r e c o r d s
Auditing procedures

Pension Benefit Guaranty Corporation
continued
Premiums A-36
Reporting A-37
Required p a r t i c i p a t i o n A-1

1-26
10-24/26

P a r t i c i p a n t s ' Data
Accounting r e c o r d s
1-26
Actuaries
10-7/8
Audit planning 5-2
Auditing o b j e c t i v e s
10-2
Auditing procedures 1 0 - 5 / 6 , 10-8,
1 0 - 1 0 / 1 1 , 10-20
Benefit v a l u a t i o n
10-15/16
Confirmation 10-6, 10-20
Contributions
8-4/5
Defined b e n e f i t plans 10-8
Defined c o n t r i b u t i o n plans
10-9/11
Health and w e l f a r e plans
10-12/13
Incomplete d a t a 5-6, 1 0 - 5 , 10-20,
11-10
Internal controls
10-6
Management r e p r e s e n t a t i o n s
11-10
Multiemployer plans 8-4, 12-18
Other a u d i t o r s 10-6
Payroll data
10-4/6
Period 10-3
Plan instrument
10-1
Scope l i m i t a t i o n 12-18
Types 10-4
Participation Rights

Pension Costs - See C o s t s , Pension
Plan A d m i n i s t r a t o r
Audit planning 5-3
Delegation of d u t i e s
1-23
Good f a i t h v a l u a t i o n s
2-7
L e t t e r to a c t u a r y
10-21/22
Maintenance of r e c o r d s
1-26
P a r t i c i p a n t s ' d a t a 10-6
Representations
11-10
Plan Amendments - See Amendments
Plan Instrument
Audit planning 5-4
Benefit payments 2-15, 9-1/3

C o n t r i b u t i o n s 8 - 1 , 8 - 3 , 8-6
D i s c l o s u r e s 2-20
ERISA requirement
1-20
Internal control
6-3
Investment p o l i c y 7-7
P a r t i c i p a n t accounts
10-24/26
P a r t i c i p a n t s ' d a t a 1 0 - 1 , 10-5/7
Provisions
1-20
Tax q u a l i f i c a t i o n
11-5
Trust instrument
1-24

A-5

P a r t y - i n - I n t e r e s t Transactions
Accounting r e c o r d s
1-26
Auditing procedures
7-7
Definition
A-31
D i s c l o s u r e A-19/20
Lawyer's l e t t e r
11-3
L i s t 5-4, 11-6
Plan r e p r e s e n t a t i o n s
11-10

Plan O b l i g a t i o n s
Accumulated plan b e n e f i t s - See
Accumulated Plan B e n e f i t s
Defined b e n e f i t plans
10-15/17
Defined c o n t r i b u t i o n plans
10-24/26
Health and welfare plans 10-27/33

Payroll
Accounting r e c o r d s
1-26
Audit planning 5-2
Auditing procedures
10-5/6
Data 1 0 - 4 / 5 , 10-12

Plan Sponsor
Audit planning
5-3
Delegation of d u t i e s
1-23
Establishment of plan
1-16
F i d u c i a r i e s 1-22
Independent a u d i t o r 5 - 2 , 1 0 - 3 ,
10-22
I n t e r n a l c o n t r o l 6-2
Maintenance of r e c o r d s
1-26
Multiemployer plans
1-17

Pension Benefit Guaranty Corporation
Coverage A-35
D i s c l o s u r e of coverage 2-20
ERISA p r o v i s i o n s A-35
Functions
1-13
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Plan Sponsor - continued
Single-employer plans 1-17
Planning

Report, A u d i t o r ' s - continued
Consistency 5-5
Dating 12-17
Defined b e n e f i t plans 12-3
Defined c o n t r i b u t i o n plans 12-4
Departure from GAAP 12-11/14, 12-21
Emphasis of a m a t t e r 12-10
Employee b e n e f i t t r u s t s
12-19
ERISA A-22
Health and w e l f a r e plans 12-5/6
Inadequate d i s c l o s u r e 12-14
Investment valued in good f a i t h
12-20/21
Reference to a c t u a r y 10-19
Reference to o t h e r a u d i t o r 12-22
Scope l i m i t a t i o n 7 - 8 , 7 - 1 1 , 7-34,
10-6, 10-30, 12-15/18
S i n g l e - a u d i t o r - See S i n g l e - A u d i t o r
Reports
Standard reports 12-3/6
Supplemental schedules 12-7/10,
A-22

5-1/6

Premiums
Auditing p r o c e d u r e s
PBGC A-36
P r o f i t - S h a r i n g Plans
Prohibited Transactions
A-31/34
P r o t o t y p e Plans

10-27/28
1-3
1 1 - 3 , 11-6,

1-15

Q u a l i f i e d Opinion
Inadequate d i s c l o s u r e 12-14
Inadequate v a l u a t i o n procedures
12-21
Scope l i m i t a t i o n s - See Scope
Limitations
Q u a l i f i e d Plans
A-11/14

Real E s t a t e
Auditing procedures
Valuation 2-7
Receivables

Reportable Events

1-11, 1 1 - 3 / 5 , 11-10

A-37

Reportable T r a n s a c t i o n s
Accounting r e c o r d s
1-26
Auditing procedures 5 - 4 , 7-7
Plan r e p r e s e n t a t i o n s
11-10
P r o h i b i t e d t r a n s a c t i o n s - See
Prohibited Transactions
Supplemental schedules A-20

7-36

2 - 1 1 , 11-6, A-13/14

Records - See Accounting Records
Representations
Actuary's report
10-21/23
Attorney 1 1 - 2 / 3 , 11-5, 11-9
Contingencies 11-2, 11-5, 11-9
Examples 11-10
P a r t i c i p a n t s ' d a t a 10-6

Regulation
DOL - See Department of Labor
ERISA - See Employee Retirement
Income S e c u r i t y Act of 1974
IRS - See I n t e r n a l Revenue Service
S t a t e A-2, A-40/41

Retirement Dates
Related-Party Transactions
D i s c l o s u r e 2-20
P a r t y - i n - i n t e r e s t - See P a r t y - i n
I n t e r e s t Transactions

Rule of 45

B-22

A-6

Salaries - See Wages and Salaries

Report, A u d i t o r ' s
A l t e r n a t i v e method A-22
Benefit information 1 2 - 3 , 12-17
Compliance with r e g u l a t i o n s
12-10

Savings Plans

1-3

Schedules - See Supplemental
Schedules
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Scope Limitations
Audit planning 5 - 1 , 5-4
C e r t i f i c a t i o n of investments 5 - 4 ,
12-15/17, A-26
Claims 10-30
Common or commingled t r u s t s 7-11
Discretionary t r u s t s 7-8
DOL r e g u l a t i o n s 12-15/17, A-26
Inadequate records 5-5
Multiemployer plan 12-18
P a r t i c i p a n t s ' data 10-6, 12-18
Prior y e a r ' s audit 12-16
Separate accounts 7-34
Self-Insured Plans
Definition
1-19
Health and welfare plan
Trust instrument
1-24

12-6

12-3

Stock-Bonus Plans

1-3

Subsequent Events

2-20, 11-9

Supervision

5-1

Supplemental Schedules
Auditor's report 12-7/10
DOL requirements A-20/22

Tax Determination Letter
A-19

5-4, 11-5,

Taxes
Accounting records 1-26
Excise tax A-13, A-39
Income - See Income Tax
Tax qualification 11-1, 11-3/5,
11-10, A-ll/14
Termination of Employees
Subsequent events 11-9
Termination rates B-20

A-9

S i n g l e - A u d i t o r Reports 6 - 3 , 7 - 8 ,
Common or commingled t r u s t
7-11
Discretionary trust
7-8
Reference to o t h e r a u d i t o r
12-22
S e p a r a t e account 7-33
Study and e v a l u a t i o n 6 - 3 , C-1
Single-Employer Plans
Administration
1-17
Social Security

B-19

S p e c i a l Reports

12-12/14

Specialists
A c t u a r i e s - See A c t u a r i e s
Investment v a l u a t i o n 2 - 7 , 7-7
Split-Funded Plans

S t a t u s , Financial

Target Benefit Plans A-11

Separate accounts
Accounting 7-21
Auditing procedures 7-33
Description 7-26/29
ERISA A-24/25
Presentation 2-10
Units of p a r t i c i p a t i o n 7-29, 7-33,
A-24
Service
Years of s e r v i c e

Sponsor - See Plan Sponsor

1-19

Termination of Plan
Disclosure 2-20, A-19
PBGC 1-13, A-35/37
Plan representations 10-22, 10-33,
11-10
T h r i f t Plans

1-3

Trust I n s t r u m e n t s
Audit planning 5-4
Auditing procedures 7-7
Discretionary t r u s t s
7-3
Fiduciary's duties
1-21
Master t r u s t s
7-15
Provisions
1-24
Trustees
Audit planning 5-3
Delegation of duties 1-23
Fees 11-8
Investment administration 7-2
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Trustees - continued
Maintenance of records 1-26
Multiemployer plans 1-17
Representations 11-10
Responsibilities 7-4
Union representatives 1-22

Uncollectibles
C o n t r i b u t i o n s 2 - 1 1 , 8-2/3
Investments 11-10, A-20
Unfunded Excess Benefit Plans
Unit C r e d i t Cost Method

Trusts
Auditing p r o c e d u r e s 7-7
Common or commingled t r u s t s
7-9/11
Compared t o i n s u r a n c e c o n t r a c t s
7-17
Confirmation
11-1
C u s t o d i a l accounts 5-4
Directed
7-3
D i s c r e t i o n a r y 7 - 3 , 7-8
F i n a n c i a l s t a t e m e n t s 12-19
I n t e r n a l c o n t r o l s 6 - 2 , 7 - 8 , C-1
Investment i n s u r a n c e 7-7
Master t r u s t s 7 - 1 2 / 1 5 , A-25
Reporting e n t i t y 1-5, 12-19
S e p a r a t e accounts 7-27/28
Unallocated C o n t r a c t s
7-20, A-28
Unaudited Information

2 - 9 , 7-18,

A-4

B-4, B-9

Units of Participation
Common or commingled trusts 7-9/11
DOL reporting requirements A-24
Master trusts 7-12
Separate accounts 7-29, 7-33
Vacation Benefits

1-4

Vesting Standards

A-6/10

Voluntary P l a n s

1-16

Wages and S a l a r i e s - See a l s o P a y r o l l
A c t u a r i a l assumptions B-18
Future i n c r e a s e s
2-15
Welfare and Pension Plans D i s c l o s u r e
Act of 1958 A-2

12-7/9

Years of S e r v i c e

U n c e r t a i n t i e s - See Contingencies

A-9
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